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INTRODUOTION.

THE primary object of this volume is to give probationers
in the Indian Finance Department some idea of the
principles underlying Government audit in India, and a sum-
mary of the more important rules to be applied in such aundit.

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

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

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

In regard to several matters the present volume deals
with a transitional period Thus the principles according to
which re-delegation may be permitted, the resolution which
will bring together all the financial powers of Local Govern-
ments and the revision of the leave rules are all still unsettled
It is thought desirable, however, to issue the volume now for
two reasons. Firstly, the need for it is deemed to be urgent,
and secondly, if is felt that there can be no finality in such
matters, and that by the time these questions are decided
others will in turn be under consideration Moreover a
pioneer volume such as this will probably require revision at
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a comparatively early date, and, when the questions above
mentioned have been decided, it may be found desirable to
issue a new edition in which any defects found in this edition
can be rectified.

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

I aiso acknowledge the close scrutiny to which the
Financial Member, the Hon’ble 8ir William Meyer, and the
Secretary to the Government of India in the Finance Depart-
ment, the Hon’ble Mr. J B Brunyate, have subjected every
portion of the volume, and their valuable criticisms which
have led to the improvement of many of the more important
sections.

M. F GAUNTLETT
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An Infroduction to Indian Government
Audi.

PART 1.

A general sketch of the purpose and system
of aundit.

CHAPTER 1.
The purpose of audst

1 Before discussing the principles of that particular The purpos
branch of audit with which 1t is proposed to deal, it is neces- ° *3%*
sary to ascertain what is meant generally by the term
“Aundit” An excellent explanation can be given by
quoting the following portions of a translation of Sir Walter
Henley’s “Tretyce off Husbandry,” a work which dates
back to the thirteenth century* .—

“Buy and sell in season through the inspection of a true
“man or two who can witness the business, for often it
“happens ihat those who render accounts increase the
“ purchases and diminish the sales Have an inspection of
“account, or cause it tobe madeby some one in whom you
“can trust, once a year, and (have a) final account at the end
«of the year, If thereis any (money), let it be raised and
“taken from the hands of the servants . . . . . It
“grrears appear in the final acoount, let them be speedily
“raised . . . . Look into your affairs often, and cause
“them to be reviewed, for those who serve you will
“thereby avoid the more to do wrong, and will take paing
“to do better In the first place he who renders
“gocounts ought to swear that he will render a lawful

#1 am ndebted to Dicksee's * Treatise on Audatmg " for this quotation,
B
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* account and faithfully account for what he has received of
“the goods of his lord, and that he will put nothing in this
“yoll save what he has to lis knowledge spent lawfully, and to
“ his lord’s profit . . . And then, if ho has rendered account
“ before, sce how 1t compares, and if he 1s found m arrears
“of money, corn, or stock, put the whole in stated money
“valuation, and charge it at the commencement of his roll
oL, At the end of the year, whe. all the accounts
‘“ghall have been rendered of the lands, ihe 1ssues, and all
“ expenscs of the manor, take to yourself all the rolls, and
“by one or two of the most intimate and faithful men you
:‘ have, make very careful comparison with the rolls of the
‘accounts rendered, and of the rolls of the estimate of corn
“and stock and according as they agree you shall see the
“ industry or negligence of your servants and baliffs

“The lord of the manor ought to command and ordain
“that the accounts be heard every year, not 1n one place
“but on all the manors, for so can one quickly know every-
“thing and understand the profit and loss . . . . The
“ auditors ought to be faithful and prudent, knowing their
“business, and all the points and articles of the account in
‘“rents, outlays and returns of stock And the accounts
“ought to be heard at each manor to know the profit and
“loss, and then can the auditors take inquest of the domngs
“ which are doubtful, and hear the plaints of each plaintiff
“and make the fines The steward ought to be joined with
“the auditors, not as head or companion of theaccount, but
 as subordinate, for he must answer to the auditors on the
“account for his doings just as another. Itis not necessary
“go to speak to the auditors about making audits, for they
“ought to be so prudent, and so faithful, and so knowing in
“ their business, that they have no need of others’ teaching
“about things connected with the accounts

2. Bpecial attention is invited to the clause which says
that the lord of the manor ought to command that the
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accounts be keard every year This shows that the word
auditor is derived from the Latm « auditor,” the ancient
practice being that the parties whose accounts were andited
should attend before the anditor and vouch them orally. The
praclice was perhaps necessary in bygone days when few
people could read or write It 18 possible even that the audi-
tor himself could not read but hoard the accounts read
out by the clerks The men responsible for the accounts
vouched for the accuracy of the entries and the auditor, being
specially chosen for his prudence, farthfulness and knowlelge
of thebusiness, was able to satisfy the lord of the manor that
the accounts rendered accurately portrayed the exact state of
affairs

3 Thus in commercial audit at the present day the main “P;uw‘o:l
object is to present before the proprietor or proprietors of sudit
the business an accurate statement of the state of affairs
together with a profit and loss account showing how this
position has been arrived at In the case of Companies the
duty of an auditor is mainly in the interests of the share-
holders, who are practically sleeping partners in the business,
The directors are the active partners, and the auditor, on behalf
of the sleeping partners—the shareholders—has to examine
the accounts and the balance sheets prepared by the directorg
and to report to the shareholders whether in his opinion those
accounts are correct and fully and fairly disclose the position
of affairs, o1 in what respects they fail to do so. In commer-
cial audit, strictly speaking, 1t is never the duty of the
auditor to prepare acoounts, but to check the accounts which
have been prepared : when auditing small concerns, however,
he often finds them so badly prepared as to render 1t necessary
for him to build up a very large portion of the fabric of the
accounts from the initial records

4 Before leaving this introduction to the subject atten-
tion may be drawn to the way in which the principles

enunciated 700 years ago in this extract still apply, as will be
-3
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shown in this manual. Prompt payment of money into the
treasury, the strict following up of arrears, the necessity for
accounts accurately portraying the facts, the value of local
inspection, periodical stock verification and the check of stock
with accounts were fundamental principles then as they are
to-day. Principles which have held good for so long a period
must contain the essence of importance



CHAPTER 2.

The dyfference between Commercial and Indian Govern
ment audil.

5. On pages 8to 5 of Dicksee’s Auditing will be found The
a set of irstructions to commercial auditors : some of those &mﬂ
instructions are not applicable in Government audit, but ®d%
it may be well to glance briefly at them and then to indicate
the modifications necessary to make them applicable to
Government audit in India, and the causes for such modifi-
cations

% (1) In commencing a new audit you should obtain a
“list of all the books kept, and of all persons authorised to
“receive or pay money and order goods ”

(2) In the case of a joint stock company, examine the
“articles and board minutes respecting the receipt and pay-
“ment of money, and the drawing of cheques, acceptances,

&€ @ $1]

% (8) Ascertamn and take note of the general system upon
“ which the books are constructed

“ (4) Report if the accounts and vouchers have been sub-
“mitted to the board of directors by an account committee
“or ofherwise, and whether they have been systematically
“ checked and certified ; and note any discrepancies ”

“ (6) Examine all the items in the cash book with the
“bank pass books and vouchers ”

“ (6) Note any unusual or extraordinary payments or
“ receipts.”

“(7) Inregard to the payments for wages and petty
“ cash, note any unusual items, and see that vouchers for all
“ payments are kept and produced *
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“ (8) Report whether the cash hook 15 regularly and
« punctually posted and balanced, and if the balance is
“checked *’ -

“ (9) Report also1f the entries in the fair cash book aie
“iyarrear on aceount of the current year, and. if so to what
“extent, and why ”

¢« (10) In all cases wheie hranch establisliment< are in-
*cluded in one business you will be careful to examine into
“the mode of bringing the returns of woik, accounts and
“ expenses to the head office ”

« (11) Examine that the invoices aie properly checked
*gg to quantity and prices, obtain a declaration or otherwise
“satisfy yourself thai ey cry liability of the year 1s hrought
“into account ™

« (12) Check the postings; and, although you are not
“held responsible for the details of classification, it 1s desir-
“able you shonld make any suggestions requued, and note
* any discrepancies, especially 1n relation to the division of
¢ expenditute on account ot Capital and Profit and Loss
* Accounts rcspectively

¢ (13) In the accounts of stock-taking see that all stock
«¢ gheets and returns are duly signed by the heads of depart-
““ments, and that the sawne are coriectly carried forward to
“the General Stock Aceount and ascertain and note whether
¢ gdods finished or in progress are taken at cost price or other-
* wise; also report whether in large concerns an 1independent
¢ check eclerk or valuer has venfied the stock returns m
« pegard to prices and quantities ”’

“(14) In checking the Profit and Loss Account note
“whether the usual and proper deductions arc made for wear
s“and tear and depreciation, and for recouping of capital on
«works or premises held on short leases

*(15) Take care that in tLe Balance Sheet no additions
*“ are made to expenditure on Capital Account, except such as
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“gre duly authorised by the board of directors, and note the
“ distinction between new works and mere replacements

“(16) Ascertain the correctness of the cash balance, bills,
“and other securities in hand, and take note of every excep-
¢ tional transaction,”

6 The procedure 1n commercial audit can be summarised
briefly thus :

The fiist step 18 to understand the system of account
followed

The second 18 to check as far as possible the accuracy of
the original record, s e., the cash hook

The third is to see that all ordeis passed by the authoriiies
have becn duly complied with.

The fourth 1s to investigate unusunal items.

The fifth 1s to check the compilation of the accounts from
the origmal record,

The sixth 1s to prepare the balance sheet which will
indicate accurately the position of affarrs. This necessitates
the careful investigation of stock accounts, of depreciation,
wear and tear, and of the correct allocation of expenditure
to the Capital account

7. Government accounting, and m consequence Govern_ D:fferees
ment audit, are not concerned primarily with the prepara.Governmer
tion of a balance sheet, although there are certain branches gommeras
of Government activities which aie of a commercial nature ff:.,,m,.
The form of Government accounts has to be determined by &ifferences
the fact that the main funetion of Government is to govern procedure.
The activities of & good Governmentin any country vary
according to the needs of the country, and the first step is to
determine the main branches of expeuditure which the
Government of any country has to incur. Once those
branches hate been determined the major heads of account
naturally follow
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The next point is for Government to decide as to the
amount of expenditure which will be incurred in carrying
out those activities and then to determine how to raise
sufficient money to meet the expenditure. Money can be
obtained either in the form of revenue or by loans, and
Government has the final voice as to the manmner in which
the money required for expenditure in any one year is fo
be raised Usually, however, money is not raised by loan
by the Indian Government except to meet expenditure of a
capital nature which shall yield an adequate return

8. Thus the audit of Government accounts in India in-
cludes the check of the realisation of revenue against the
demand according to the laws and regulations laid down by
Government, and also"the check of expenditure against the
amounts set apart by Government each year for that ex-
penditure and against the orders of Government permitting
the expenditure to be incurred. Audit also has to see that
10 expenditure is taken to a capital head except in accord-
ance with the orders which have been passed by Government
with regard to such allocation

9 There are other factors also which have influenced
largely the system of audit adopted. Thus the audit of the
transactions of the Government of India 1s entrusted entirely
to Government officials The audit of the receipt transac-
tions is performed almost entirely by the Revenue autho-
rities, but the audit of expenditure is performed, in the main,
by separate departments—the Indian Finance Depaitment
and the Military Accounts Department—which are also

“responsible for the compilation of the accounts which they
audit, and these duties constitute, almost entirely, the func-
tions of these departments

It must not be thought, however, that the whole of the
audit of expenditure is done by the officers of these depart-
ments India is so huge and Government activities so
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various that it is impossible for the officers of these depart-
ments, working, as they do, almost entirely at head-quarters,
to be as closely in touch with the facts to which the accounts
refer as the officers of the department in which the expen-
diture is incurred. Thus the verification of the accuracy
of the initial vouchers submitted for payment has to be left
largely to the executive officers Moreover, nearly all the
bills are paid at district treasuries, the officers in charge of
which are not members of the acoounting departments. It
is necessary that there should be a preliminary examination
of the bills at the treasury before payment which in itself
represents a small degree of audit. The exact nature of the
work done by these agencies will be discussed later when
we attempt to deal with details. For the present it is
sufficient to remember that departmental officers take an
important share in the system of audit.

Another point of difference between commercial and
Government audit is that, whereas the former is nearly always
pernodical, the latter is continuous This is due to the greater
volume of work to be done and to the fact that a large part
of 1t is concerned with personal claims which have to be
finally adjusted with the utmost promptitude

10 It is obvious that these differences in conditions must Tifarenss 12
alter in details the system of audit, and it is interesting g0 Boomen
compare with the main factors of commercial audit set out s Zndmn,
in paragraph 6 above, the main objeots of Government audit myt
as set out in paragraph 721 of the Civil Account Code and

reproduced below :—
I As regards payments, to see—

(a) that the expenditure is warranted hy the orders
special or general of the authority competent to
sanction 1t, and generally that it has been pro-
vided for in the annual Estimates either ab initio
or by reappropriation or by supplementary grants;
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(b) that the expendilure 1s on objects recognised as
necessary for the public service, and is not extra-
vagant ,*

(¢) that payment has as a fact been made, and madeto
the proper person, and that 1t has heen so acknow-
ledged and recorded that a second claim against
Government on the same account 1s imposstble

IT .\s regards receipts, to see that all sums receiv able are
duly paid to the proper officer and brought to credit
by lum The audit of receipts, however, 12, as
already stated, mainly carried out by departmental
officers

11. Thus comparison is made in detail helow —

(1) Understanding the system of account employed by
the firin v hose accounts are besng audiled —It 18 unneces-
sary lo put this forward as a main object of Government
audit hecanse 1n India the accounts are compled alter a
certain point by the agency which also auditsthem  Thus
the system of account followed 1s mdicated 1 the various
departmental and account codes and 1~ well known to the
auditors

(?) The check of the accuracy of the original 1ecord —
L (¢) of the objects of Government audit may be held
to correspond to this T{ must be pomted out, however,
that the cash book mamtained m the trcasuries, which 1s
the basis of the Goveinment aceounts, i1s not submitted
to the audud office Consequently the orginal record
which 15 checked in audit 1s not the treasury cash book,
but the monthly accounts which are compiled by the
tieasury from the entries in the cash book The accuracy
of this compilation 18 ensured, first by its constituting a
balanced account starting from an opening and ending with

For fuither co nments on this pomnt see chyper § helow
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a closing, balance which has to be verified with the cash in
the treasury., which 1tself is verified once a month by the
Oollector or some officer acting for the Collector, and
secondly by the fact that 1t 1s checked with the original sub-

vouchers from which the entries i the cash Dook have been
made

(3) Check uith the minutes or orders wsued by the
authorities —The objects of Government audit I () and
(8) correspond to this head.

In Government accounts these minutes or orders are
represented by the authonitative codes, the Audit Resolution
issued by the Government of India at the instance of the
Secretary of State, and the resolutions and orders of the
Government of India, Local Governments and other autho-
rities The volume of these orders 1s immense and this
portion of audit looms so large that 1t tends to over-shadow
other more important branches

(£) Investigation of unusualtems —I (b) above provides
for this class of audit

(5) Check of the accounts compiled from the original
record —This 18 not mentioned 1n the list of objects of Govern-
ment audit because, in the system of Government audit in
India, the accounts are built up from the original record by
the agency which audits that record The classification, even
of the items in the accounts, is made by the auditor, except
in Madras where it 15 done m the treasuries. Where,
however, the classification is made by the auditor, 1t is
checked by a lugher authomty

The building up of the accounts 1s carried out through
the classified abstract, the detailed books, the consolidated
abstract, the journal and ledger, and ends in the account and
audit offices in the pieparation of the monthly and annual
accounts submitted by each account office to the Comptroller
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General. These subsequent stages of the compilations are
not audited except by Deputy Auditors-General at their perio-
dical inspections.

It is apparent, however, that the Government of India is
in a very strong position as regards the accuracy and
honesty of its accounts. It is able tosay that the entire busi-
ness of building up the accounts from the initial records of
receipt and expenditure, which have to be prepared by the
officers receiving the receipts and incurring the expenditure
is handed over to departments whose sole function it is to
prepare those accounts and thereafter to compile and audit
them

(6) The preparation of the Balance Sheet —There is
nothing in the Government account to compare with the
balance sheet of a commercial firm Its place may be said
to be taken by the annual Budget Statements and by the
Finance and Revenue Accounts of the Government of India
which are compiled annually by the Comptroller General
and submitted to the Government of India, to the Secretary
of State and to the Houses of Parliament.

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

(1) detection of fraud ;
(2) detection of techmecal errors;
(8) detection of errors of principle

Here again due allowance has to be made for the differen-
ces in conditions between the Iudian Government and a
commercial firm, and the main difference is the performance
of audit by the agency which prepares the accounts. Thus
in Government audit there is little scope for detection of
errors of principle (which means in the system of account
adopted), because the audit officers have been responsible in
the past, as account officers, for advising Government as to
the form in which the accounts should be prepared.
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How far fraud can be detected must be left over for consi-
deration until the form i which the initial records are sub-
mitted to the Account Department has been described It
will then be shown that the part played by the audit office in
the detection of fraud is mainly indirect

Thus the main direct result of Indian Government audit
is bound to be detection of technical errors, and one of the
chief complaints against the Account Departments is that
this is the sole result of their work

It is apparent that this 1s not altogether a fair criticism,
inasmuch as 1t overlooks the following facts —

(a) The officers of the Department have moulded and
still mould the form of the accounts and thus
prevent errors of principle

(b) Wherever they have started work 1n a fresh field, as
in Local Fund audit, their pioneer work has
been very valuable.

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

(d) The enormous number of objections raised is due
to—

(5) The extreme elaboration of the rules to he
applied in audit ;
(#6) The mistakes made in the preparation of
bills ; -
(vis) Lack of intelligence or undue rigidity on the
part of the auditor
It is most important that officers of the Department
should prevent cause (é¢) coming mto operation, but critics
ought not to forget, as they sometimes do, that the officers
of the Department are not responsible for cause (1), while
the ultimate responsibility for cause (i) rests with Govern-
ment even though they may have sought the advice of officers
of the Accounts Departments.
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CHAPTER 3

The audst of recewpts

13 Tt has already bren stated that a civil audit office*
has little to do with the audit of receipts, and 1t may be
desirable to deal with this subject hnefly hefore passing on
to the more important yportion of the work of most Govern-
ment audit offices, viz , the audit of expenditure

It should be remembered, however, that the check of rml-
way receipts forms an important part of the duty of a rail-
way audit office Tlus check will have to be dealt with in
some detail later.

14 All audit of receipts divides itsclf into the two fune-
tions of (a) seewng that all sums due are 1eceived or checked
agamst demand, and () secing that all sums received are
brought to credit in the accounts

16 A public “demand” arises m Indiain two ways.
Eather it is (§) a specific demand, fixed or fluctuating, for a
contribution to the state exchequer, such asland revenue
and excise—all taxation 18 of this nature—or (is) it 12
demand which arises in consequence of some outgoing of
Governmnent property (stock) or Government cash or Gov-
ernment service, in which case 1t is a claim for a “quid pro
guo™ Of this nature are demands set up by the sale of
Government lands, stamps, forest produce, ete ; by Govern-
ment cash advances and remittances: and by Government
services, such as state railways, telegraphs, etc The check
against (1) the specific demand is always exercised in one
way. the demand, if fixed, is entered 1n a register and the
receipts or satisfactions of 1t are checked and entered against
1t : if fluctuating (as 1n the case of excse and customs duties,
ete ), a Government staff is employed to watch the operations
on which the demand depends and to oollect the dues In

'Forexphmtwnof fs phuuugwen m nhnptur 10bdow
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India this check 13 left entirely to the revenue collecting
authorities audit shares in it only infinitesimally under
such heads as tributes, interest, contributions, loans, fund
subseriptions, ete. VWhere the demand arises in consequence
of (1) some outgoing of Government property (stock), audit
can only operate il 1t racerves returns of the property, <dh
as the monthly returns of stamps and opium sent by the
treasuries to the audit office The check then consists m
seeing that for every reduction of stock in the return theve
18 an equivalent cash credit in the accounts

16 Where the demand arises in consequence of some
outgoing of Government cash, as n the case of advances and
remittances, audit exercises a direct and complete check
entering the outgoing in a register and watching and record-
ing the receipt against it

‘Where the demand is occasioned by some outgoing ot
Government service, as1in the case of state railway. and
telegraphs, the dues are collected by the Government staff
working the service and their collection is generally checked
by audit to some extent.

There 18 a third class of receipts which occurs without
reference to demands, or, as it were, casually Of tlus
nature are deposits (such as those in the Post Office 8avings
Bank) and payments to Government for money orders.
These are repayable; Government acts in regard to them as
a banker or remitter; they are not Government dues, and
audit can exercise no function as to their receipt It does
however, check each repayment against the original receipt

17. To sum up, the foregoing analysis indicates that audit
plays an extremely limited (though, so far as it goes, im-
portant) part in ensuring that the Government of India
receives the sums of money due to it, that is in protecting
Government azainst fraudulent or inadvertent omissions to
realise 1ts enormous cash dues This task in the main, how-
ever, 1s left to the revenue collecting authorities
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18 The second function of sudit in regard to receipts is
to see that all sums received are credited in the accounts
Here “1eceived ” means paid into a Government treasury,
since all Government dues have to be 50 paid The task then
resolves itself into seeing that all sums of money paid into
the Government treasuries are credited by the treasury staff
in their accounts. The first or main safeguard to this end,
that is, against error or fraud on the part of the treasury
staff, is the printed receipts which have to be given for all
payments into a treasury If audit could collect all these
receipts it would possess an almost perfect check over the
credits in the treasury accounts But this course is not feasi-
ble ; the receipts are required by the payers as proof of their
payments and to protect them against a second demand In
general they remain 1 the back-ground as a moral safegnard
and only operate actively when some inquiry arises or the
repayment of something in the nature of a deposit is
required To establish a more immediate connection be-
tween payments and credits, audit sends all the large civil
revenue paying departments (such as Land Revenue, Stamps,
Excise, etc ) monthly returns of treasury credits These they
compare with their own records, and differences brought to
notice are settled The great non-civil departments (Public
‘Works, Irngation, Railways, etc.,), and the Forest Depart-
ment send the audit office information as to their payments
into the treasuries which it compares with the treasury
credits ; courts of law send audit returns of fines paid into
the treasury, etc., ete. In this way a very large proportion
of the credits in the {reasmy accounts are verified without
much delay, and errors or frauds on the part of the revenue
treasury staff are pro tanfo prevented and corrected. This is
a most important and valuable function of audit.*

#No attempt 1 made 1n this volume o dssouss the details of work 1n the mbitary sccount
offioes (see chapter 10 below) But almost all the remarks of a general nature to be found
herem are equally applicable to such work
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CHAPTER 4

The Verification of the Original Record.

19. It is the duty of audit to certify that the accounts
represent the actual state of affairs It has already been
explained how it is possible for audit to certify that, through-
out the whole system, the accounts are accurately built up
from the mitial records It is obvious, however, that, unless
the initial record represents facts, the accuracy of the subse-
quent work performed on the basms of that record is of no
avall [t 1s most important, then, to see how far audit 1s
able to ascertain the accuracy of the initial record

20 Every Government payment 18 made on a document Vouchers,
called a voucher (or an acquittance) which gives the amount,
nature, and period of the payment and all other defails
necessary for 1ts complete identification , and contains a
receipt of acknowledgment or acquittance by the person to
whom the payment is due  Thus system, whereby the payer
obtains documentary evidence from the payee in proof of the
payments made by him, is umversal mn both public and
commercial accounts. From the pownt of view of the payer
the document is called a voucher or acquittance ; from that
of the payee a receipt. It is the duty of audit to enforce
this system, that is, to see that for every payment there is a
voucher in proper form, properly drawn np, arnthmetically
correct, and receipted by the proper person. This check is
performed in the first instance at the treasuries, but the more
important vouchers are also submitted to audit

21 The Pubhe Works or Railway Engineer counts What they
coolies and records their number ; he measures construction ™™
work and enters the figure in a note-book : the Civil or
Military Officer musters and enumerates the establishments,
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corps, etc, he has under him, and prepares and signs a pay
ball for them ; be signs or countersigns a travelling allow-
ance bill for himself and others founded on special or general
knowledge that the journeys claimed have actually been
performed ; he submits & claim for contingencies or supphes
after seeing personally (or through others) that the articles
charged for are required for the public service and have
actually been purchased and brought into public use: the
Collector counts cash or stamps or opium in his treasury and
thus proves his accounts for the month, efe., ete At these
points the accounts spring divect from the facts ; at these
pomts they obtain whatever vitality and reality they possess ;
their accordance with the facts, through all their subsequent
changes of form, depends on their truth at these points
Generally speaking, in India, audit does not come in here at
all; the executive and administrative disbursing officers alone
verify the initial record with fact; the accordance of the
mitial record with fact is finally accepted by audit on their
statement and responsibility.

22 What audit does in all these cases is to obtain re-
ceipts from the payees, certificates from the disbursing
officers and the countersignature of controlling officers,
Thus for construction it obtains receipts from the contrac-
tors and others to whom large payments are made (no
receipts from 1ndividual labourers) , cerfificates of measure-
ment of work of counting of labourers, and of completion
of work from the disbwsing officers For contingencies,
recerpts are obtained, for the larger payments, from the private
payees, and certificates from the disbursing officers that the
payments were necessary for the public service and have
actually been made: also, in some cases, the disbursers’ certi-
ficates are reinforced by countersignature of the bills by
superior officers. For salaries, receipts are obtained from
gazetted officers, and for non-gazetted officers certificates
(f16m heads of offices) that they have actually been present
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on duty, and that previous salaries have been paid to them
and their receipts recorded. For leave and pension pay-
ments, receipts only are necessary : for travelling allowances,
receipts (not from non-gazetted officers), technical certifi-
cates and countersignature, eto., ete

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

24 It must be admitted, however, that it would be Porabiity
impossible for audit to verify the initial facts unless a tonby
representative of that Department were present at every act & ofice
vouched for by the certificates referred to in paragraph 22
above Those acts include the payment of the salaries of,
and the journeys performed by, every Government servant,
the measmement of all work done by and for the Public
Works Department and the verification of Government
stores of all description, using the word “ stores” in 1ts widest
sense t0 include coin, stamps and other valuables It is
obvious, then, that the Audit Department could not verify
the initial facts without a very much larger establishment
and the extra expenditure thereby involved would probably
be very disproportionate to the advantages obtained

2% The recognition of ths fact has led to the check par played
exercised by Audit berrg supplemented to a large extent by bY ®uer.
executive check Work done and paid for in the Public g'ﬁg:“ms
‘Works Department is inspected by superior officers of the
Public Works Department, travelling allowance bills are
checked by countersigning authorities who are in a position to
have knowledge of journeys performed, bills for important

ol
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contingent expenditure are countersigned by controlling
officers who must know better than any audit officer the need
for such expenditure and the proper rates to pay, and who
can satisfy themselves at inspection that the materials billed
for have been purchased

26. Because this work is not done in the Finance De-
partment there is a tendency in the Department to overlook
its importance and to consider that it would be better done
if it were underfaken by the officers of the Department.
But although the latter have the technical training in
checking accounts, executive offigers have an intimate know-
ledge of the detals of the work done and are in a better
position to verify the facts and to check the economy of the
expenditure passed by them than outside officials would be
But it is the duty of audit officers to call attention to any
serious failure in check on the part of executive officers
which may come to thewr notice

27 It has already been pomnted out that commercial
audit regards the detection of fraud as one of its main duties
But such detection 18 almost impossible except at the verifi-
cation of the initial recorl, so that detection 1n the audit
office in India 15 very rare  And yet it must not be hastily
assumed that this indicates a defect in the system of Govern-
ment audit in India The detection of fraud by an execu-
trve officer is frequently due to the letters issued by the
audit office plainly indicating that something 1s wrong
Thus in one case the audit officer pointed out that in a
certain office there were frequent violations of the important
rule that money should not be drawn in advance of require-
ments, This led the head of the office to examine his
account carefully with the result that he detected frauds
amounting to over Rs 3,000. Numerous similar cases can
also be quoted showing that action taken by the audit office
may lead to the detection of fraud
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28 It is essential to investigate frauds carefully because ,‘:l"‘,“j‘:t of "
valuable lessons can almost always be 18arnt from them offm:ﬁm
There 18 a tendency to suggest the framing of new mfles to
prevent each partioular fraud This tendency should be
resisted : there are quite enough rules already and, if the
preventive machinery is made too elaborate, the chances
are that 1t will not work efficiently The main point m
every fraud investigation must be to ascertain whether the
exercise of ordinary common sense, such as one qught to
expect from every Government officer, and the application
of existing rules, would not have rendered the fraud impos-
sible My own experience 18 that this would have been the
case in nearly all the frauds which have come to my know-
ledge. I urge the importance of this line of investigation
because fraud is prevented far more by punishing the defal-
cator, and the officer whose negligence rendered the fraud
possible, than by adding to the enormous number of rules
already in existence

But fraud investigation may sometimes indicate a defec-
tive system of check and then the revision of the system is
essential

29 The main monthly records submitted by each The tmtul
treasury are the cash account and the lists of payment The submtted
cash account shows lump receipts under the important f,?ﬁ?f sudst
heads and a detailed list of receipts which cannot find a
proper place under the main heads. Many detailed
schedules are also submitted

The important feature of the cash account is the abstract
which starts with the opening balance, shows the total
receipts and payments and thus works up to the closing
balance The actual cash balance of the treasury and sub-
treasuries are also shown in detail so that the account and
the cah balance can be verified. Two lists of payments are
submitted each month and are supported by schedules of the
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more important classes of payments The lists of payments
show the vouchers required, the vouchers forwarded, and
those still to be submitted.

80. In checking this mitial record the more important
points to which the auditor devotes his attention are :—

(1) That payment has been so acknowledged and
recorded that a second olaim against Government
on the same acoount is impossible, and that, so
far as the auditor can judge, it has been made to
the proper person

(2) That the vouchers are in the prescribed form, and
that they are duly receipted by the payeesin
origmal.

(3) That the defails of the various lists work up to the
totals

(4) That they bear the treasury order for payment
signed by the treasury officer.

(5) That no payment 1s made on a voucher or order
signed by a clerk instead of the head of an office,
or on a voucher or order signed with a stamp

(6, That if a voucher be paid by transfer, it is stamped
as having been so paid, that the head to which
the amount is credited is noted onm 1t, and that
the credit is traced in the cash account when
possible.



23

CHAPTER 5

Audit against sanction

¥ 81 The next main feature of audit set out in Chapter 2
paragraph 6 above is the check against the orders of the
authorities In India these orders are of two forms and the
check therefore should be sub-divided under the two classes :

(1) Against sanction.
(2) Against appropriation
This chapter deals with the former
33, Audit has to see that each 1tem of expenditure has
been sanctioned by the authority having power to sanction
such expenditure These powers are laid down in the various
audit codes such as the Civil Service Regulations, Civil
Account Codes, Public Works Department Codes, State
Railway Codes, Forest Department Code, Post and Telegraph
Code, Currency Code, Army Regulations, etc.
The starting point of any deseription of audit against
sanotion must be section 41 of the Government of India Act
of 1858 (21 and 22 Vic cap. 106), which orders—

¢ The expenditure of the revenues of India, both
“ India and elsewhere, shall be subject to the control of the
« Becretary of State m Council, and no grant or appro-
« priation of any part of such revenues, or of any other
“ property coming into the possession of the Secretary of
““Btate in Council by virtue of this Act, shall be made
“without the concurrence of a majority of votes at a meet-
¢ ing of the Council ”

¥ 33 Up to 1889 the audit officers did not, asa rule,
challenge expenditure on the ground of its requiring the
sanction of the Secretary of State In that year, at the
instance of the Secretary of State, they were directed to
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require evidence of his authority for certain specified classes
of expenditure, appointments drawing over Rs 3,000 a year
and the like, and the first Audit Resolution was prepared.

Asregards the form of the Resolution the Secretary of
State admitted that, in the “ numerous services in which
¢ gxpenditure must be incurred for the daily requirements
« of the administration,” it would be impossble to comply
literally with the terms of the Act Nevertheless, he thought
that his formal sanction should be given to such expenditure
at some stage.

E:I:‘;Zl‘;f‘ o+ 84 The Government of India explained to the Secretary

Government of Rtate, however, that he was suggesting a reversal of the

of Indu, .
accepted presumption in accordance with which the business
of India had always been carned on  The presumption, they
wrote “has been that the Secretary of State has delegated
“ the authority entrusted to him over expenditure in India
“to the Government of India, except in cases where he has,
“by special order or by established practice, reserved to
“himself the exercise of that authority ; all the proceedings
“of the Government of India under this delegated authority
“ are, of course, subject to the general control of the Secretary
“of State in Council ; and cases of an unusual nature
“involving considerable expenditure, in regard to which no
« precedents exist, are also referred for the previous sanction
“ of the Secretary of State in Council In other words, the
“statutory control has been understood to be general, except
“in the cases where the Secretary of State has decided that
“ it must be special ”

It was this principle, they urged, which underlay the

standing instructions on the subject ; and they asked the
Secretary of State to maintain it, and to allow the presump-
tion on which it was based to remain unaltered.

- 856. The Secretary of State accepted this view, and
decided that the existing system should continue, in order
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that he might learn by experience whether 1t secured him a
sufficiency of control This was in 1889, several modifications
were subsequently made 1n the rules of 1889, and 1n 1895
they were completely revised and republished, the Secretary
of 8tate’s concurrence being obtained on each occasion

\/36 In 1907, however, Mr Morley as Secretary of State Hustory of
for India drew the attention of the Government of India tt,, of the
to the rules by which the expenditure of the revenues of [rent Audt
India was then regulated. He referred to the statutory
provisions and to the Audit Resolutions under the provisions
of which the sanction of the Government of India 1s declared
to be sufficient authority for expenditure i India except in
specified cases m which it 1s stated that the approval of the

Secretary of State in Council is required He continued—

“ When these Resolutions were sanctioned, it was under-
“gtood that this was done as a provisional measure 1n order
% that the Secretary of State in Council might learn by ex-
« perience whether the orders given are sufficient to seoure
4 to him the power of efficient control which it was intended
“by Parlisment that he should exercise.”

“ Experience has demonstrated the necessity of revising
“the resolution so as to provide explicitly that certain classes
% of expenditure, which are not now mentioned in it, shall
“ vequire the previous sanction of the Becretary of State in
“ Couneil.”

He then enumerated the classes and continued “your
“gsuggestions should be embodied in a draft resolution (to
“take the place of the one dated 4th March 1898) which
“you should prepare and submit for my approval as soon as
« possible.  As the Besolution is intended to serve not merely
“aqg g set of rules for the guidance of audit officers but also
“as an authoritative statement for other purposes of the
“limits within which expenditure may be inourred, and
«grants made by the Government of India without the
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“specific sanction of the Secretary of Stale in Council it
«ghould recite the statutory provision regarding the control
“ of Indian expenditure® . . . . : it should set forth
“that proposals for expenditure which are not specified as
“requiring the Secretary of State’s sanction are invariably to
“be submitted to him when they raise any important
“ question of admimstrative policy, and when the expendi-
“ture contemplated is of an unusual nature, or is likely %o
“involve further expenditure at a latter date "

37 When submitting the draft resolution thus called for,
the Government of India raised two main points. They said :
“We do not read in your present despatch any intention of
¢ altering the position accepted by Lord Cross in his des-
 patoh No 250-Financial, dated the 7th November 1889,
“ that the authority vested in the Secretary of State has been
“delegated to the Government of India except in cases
“where he has by special order or by established practice
“reserved to himself the exercise of that authority We
“ have, {herefore, defined this position in paragraph 2 of the
¢ draft resolution In paragraph 3 of the draft we make it
“clear that all measures which raise any important question
“of administrative or financial policy, or involve considerable
“expenditure of an unusual nature, must be submitted for
“ the orders of the Secretary of State This general limitation
“on our Financial povershas been embodied in the prelim-
¢inary portion of the resolution, dealing with the powers
“which govern the discretion of the admimstrative, rather
*“than in that parl which describes the duty of the audit
“officer This arrangement follows what is virtually the

* existing practice *
38. The Secretary of State accepted the views of the

Government of India except in respect of expenditure of an
unusual nature which he considered should come within

* 1,6, that mentioned in peragiaph 82 above
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the purview of audit Since then there have been numerous
revisions of what is called the Audit Resolution and the
existing edition 1ssued in March 1918

In cach edifion the scope of the Resolution has been
enlarged and the rules contained in it have been brought
more closely into accord with the original orders of the
Secretary of State of which the Resolution is a convenicnt
compendium

. 89. Before discussing the details of this resolution 1t is Delsgaton
to

desirable to complete the review of the system of powers of g rarments
sanction ::;l’ :Iml-x

Tt is unnecessary to describe in detatl the hustory of the mtes
growth of the powers granted to Local Governments It is
sufficient to note that an important resolution 1ssued in 1897
defining those powers Since then, as a result largely of
the work of the Decentrahsation Commussion, their powers
have neen 1oreased considerably and a new draft resolution
is now under preparation for submission to the Secretary
of State for sanction.

40 Once the Secretary of State had emphasised the position
that the powers exercised by the Government of India were
merely delegated hy him, 1t became clear that the Govern-
ment of India, or the Local Governments, could not delegate to
subordinate authorities powers entrusted to themselves without
the sanction of the Secretary of State In fact the Secre-
tary of State took up this posifion in 1911 and called for a
complete record of all delegations that he might regularise
the situation The Government of India are now engaged
in complying with this order, and, when submitting them
reply, they will probably take the opportunity of obtaining
some general instructions as to the power of re-delegation

41. Article 283, Civil Account Code, purports to contain
a summary of the powers of Local Governments It is
neoessary to state, however, that it does not accord with
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existing facts, inasmuch as it has not been modified to show
the large increase of powers granted under an important
Government of India Resolution which issued n July 1912
with the sanction of the Secretary of State The revision of
the Code article has been held over pending the issue of the
revised resolution, referred to in paragraph 89 above, which
will set forth the complete financial powers of Local Gov-
ernments. This revised resolution will be a document of
the utmost importance to audit officers who will have to be
thoroughly conversant with all its details

* 42. The Audit Resolution cannot be passed over without
detailed examination for it sets forth the financial powers
which have been reserved for himself by the Secretary of
State In view of its importance a copy 1s appended to this
chapter.

Its form is determined by the basic principle indicated in
paragraph 37 above, that the Government of India have full
power of sanction save in those cases in which the Secretary
of State has reserved that right to himself. This principle is
set forth in clause I

The detailed lists of cases in which the sanction of the
Secretary of State is necessary are contained in clauses III,
VI, VII and VIII. Clause VI deals specially in seven para-
graphs with public works and railway expenditure, clause
VII in five paragraphs with military expenditure, and clause
IIT in twenty paragraphs with expenditure of a more general
nature. Clause VIII deals “with the power to sanction
loans.

It is evident, however, that under these rules many mat-
ters, in respect of which power has been granted to the
Government of India in one of the authorised codes, appar-
ently require the sanction of the Secretary of State. The
validity of these old delegations is confirmed in clauses IV
and V, which allow Audit officers to assume that orders
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contained in authorised Codes, or passed before 1889 and
communicated to Audit officers on the authority of the
Government of India only, have been sanctioned by the
Secretary of State.

A Resolution of this nature requires to be based on a set
of definitions One very important definition, viz., that of
remuneration, is contained 1n clause II It may be assumed,
I think, that the definitions contained in the authorsed
Codes, apply to this Resolution also

Fmally clause IX mtimates that, even if any objection
under these rules be overruled, it must be 1eported to the
Secretary of State for information.

“ 48 Clauses III, VI, VII and IX require further ana-
Lysis.

IIT—deals with the powers of the Government of
India—

(@) As regaris 1ts own officers to create permanent
and temporary appointments and to sanction
the 1emuneration of such appomtments, to
grant honoraria, to increase the contract grants
of His Excellency the Viceroy or the head of
a province, to meur expenditure on motor cars,
or to make any addition to the lst of saloon
carriages reserved for the use of high officials

() As regards Local Governments : to revise their

provincial settlements or to make grants to
them.

(c) As regards outside persons; to grant them pen-
sions, t0 1incur non-recurring expenditure on
behalf of political pensioners, on stafe cere-
monies, or on the entertainment of visitors.

(d) As regards outside bodies to make grants to
religious or charitable institutions, to incur
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expenditure on, or make grants towards,
Churches, or to incur expenditure for the
benefit of Native States.
Finally there 1s the general rule that the sanction of the
Secretary of State in Couneil is required—
(1) To any expenditure® (except in cases in which
authonty is granted to the Government of
India by this Resolution) which is—

(@) of an unusual nature ; or

(b) devoted to objects outside the ordinary work of
administration ; or

(c) likely to involve at a later date expendituie
heyond the powers of sanction of the Gov-
ernment of India

Clause VI deals with the power of the Government of
India to incur Capital and Revenue expenditure on public
works, to sanction outlay in excess of original estimates
the construction of a railway on branch line terms, and
expenditure on non-pensionable establishments

Clause VII describes the power of the Government of
India to sanction military works, outlay m excess of the
original cstimates for such works, or new measures involving
cxpenditure chargeable to the heads Army, Marine, Military
‘Works or Special Defences
;44 The rule contained in clause IX seems to be defec-
tive. The Government of India never had the power
definitely to overrule an audit officer All they could do,
and still can do, as Clause IX at present stands, is to direct
that certain expenditure, which has been objected to as
beyend.their powers, shall continue, pending reference to the
Secretary of State Moreover, Clause IX, which will

'he Secretary of State has yust sanctioned the relaxation of the mlu oontained
in (1) (a) and (1) (8) in the case of expenditure not exceeding Rs. 500,
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presently come under revision, does not refer to the existing
arrangement under which tle Goverument of India can 1eter
any objection rased by an audit officer to the Comptroller
and Auditor General for his opinion and the latter 1s em-
powered to overrule the objection

Again, this rule requires revision in consequence of
recent orders of the Secretary of State granting certain
discretionary powers to the Auditor General and merely
requiring for the present an annual return of the cases dealt
with by him in the exercise of such powers

These powers are defined as follows :—

(1) In dealing with cases where expenditure has been
incmrred which requires the sanction of the
Secretary of State under the Audit Resolution,
the Auditor General shall be at hberty, if the
matter comes to him in audit, to allow such
expenditure to pass without objection on the
following conditions :—

(@) That the failure to obtain the Secretary of State’s
sanction involved a breach of the letter 1ather
than of the sprit of the Audit Resolution

(b) That the expenditure was small in itself or m
comparison with the spending poweis of the
Government of India 11 directions of a simlar
character

(2) If an Accountant-General has placed expenditure
under objection on the ground that 1t requires the
sanction of the Socretary of State, and the matter
is referred to the Auditor General, the latter
shall be at liberty, if he thinks that the case
falls under the conditions above indicated, to
withdraw the objection or to remit any disallow-
anoe raised 1n connection therewith
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Fhﬂ::lf 45. The financial powers of Local Governments fall
2%':1 . mainly under five heads, véz , their powers—
ernmen|

(6) under the Provincial settlements made with them ;
() in respect of expenditure falling wholly or partly on
Provincial revenues ;
(vi6) in respect of expenditure falling on Imperial
Tevenues;
(iv) under budget rules;
(v) to make loans.

There are also important general limitations on their

exercise of such powers
The nature of ,

s Provmeal © 46 The only class of powers which needs detailed con-
witloment i deration at presentis that conferred under the terms of
the Provincial settlement

The theory of a settlement 15 that the Government of
India decide which major or minor heads of the accounts
are to be treated as Imperial or Provincial or divided, and,
for divided heads, fix the proportion which is Provincial
Bach Local Government is credited with all the revenues
obtained within the province which, under the classification,
are Provincial , and in general each province also receives
an assignment from the Government of India The total
amount so placed at the disposal of each Provincial Gov-
ernment may be spent by that Government subject to the
rules which define 1ts powers of sanction to expenditure,
Formerly these Provincial settlements were for a term of
five years, but now in every province the seftlement is in
ordinary circumstances permanent Provincial Governments
now are expected to maintain preseribed minimum balances ,
if that balance be drawn on, any help from the Government
of India is treated as a loan bearing interest and repayable.
Provincial Governments may not budget for a deficit in any
yeoar unless they satisfy the Government of India that the
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increase of expenditure or diminution of receipts is due to an
exceptional and non-recurring cause.

4. Most of the limitations on the financial powers of
Provineial Governments correspond to the similar provisions
as regards the Government of India contained in the Audit
Resolution  In some cases Local Governments are given the
same powers as, and in otheis smaller powers than, the
Government of India It 1s apparent, however, that a Local
Government 1s 1n a different position from the Government
of India inasmuch as 1t ought not to take any action which
may embariass the Government of India or any other Pro-
vincial Government  The special 1estiictions nmposed upon
Local Governments i order to meet tlus difficulty are to
be found in Article 283, Civil Account Code. Thus without
the sanction of the Government of India no additional
taxation may be mnposed , no new general service of duty
may be undertaken , the 1ates of duty on spnits and drugs
(1n any case in which the alteration is likely to affect the
excise arrangements of a neighbouring province without the
concurrence of the Government of that province) or the
rates of discount on the retail of stamps and comit fees labels
are not to be altered ; no 1tem hitherto credited to general
1evenue can be alienated to form an asset of any local or
special fund, and no money may be removed trom public
treasury for wnvestment or deposit elsewhere; no alteration
may be made m the form of public accounts; no line or
through communication may be abandoned or allowed to fall
out of repair To some of these rules there are of course
minor exceptions which it is unnecessary to explain in such
a manual as this

48, Tt is important to note that, subject to any special
rules contained in this Resolution or in various codes, Pro-
vincial Governments exercise in respect of revenue and ex-
penditure under Provincial or divided heads the same finan-
cial powers of sanction and control as are exercised by the
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Government of India over the revenues of India or the ex-
penditure therefrom.
Their powers, however, with regard to Imperial expendi-
ture are very limited.
"49 A very nnportant form of sanction against which
audit has to be conducted is an estimate Ths is dealt with
in detail in Chapter 16 below

The Audit Resolution of 15th March 1913

The Secretary of State having issued orders which neces-
sitate the further modification of the rules published in the
resolution of this department No 463-Ex, dated the 26th
January 1911, as amended by resolutions No. 6969-E.A,
dated the 17th November 1911, and No. 2337-F, dated the
15th April 1912, the Government of India are pleased to
issue the following rewiged rules in supersession of the rules
prescribed in those resolutions

1 An audi officer, before admitting in audit any charge
against the general revenues which requires the sanction of
the Secretary of State in Counecil, must satis{y himself that
that sanction has been accorded either by general or by
special order of the Secretary of State in Council The cascs
in which the audit officer 18 to regard that sanction as
necessary, are stated i the following rules: For the ad-
mussion of any charges which are not stated in these rules
to require the sanction of the Secretary of State in Counel,
the authority of the Government of India, or,in classes of
cases in which the Government of India have delegated
therr powers to local Governraents, of the Local Government,
should be regarded as sufficient,

Note —-The expression “general revenues” as used mn this Resolu-
tion means Impenal and Provineial 1evenues as well as the revenues of
local funds admimstered by Goveinment

IL. In these rules the word “remuneration” includes,
besides monthly substantive pay ot salary, all payments to
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officers from general revenues whether in the nature of
fixed allowances, subject to the exceptions below, or of fees,
rewards (except language rewards, other than thnse which
take the form of monthly allowances) or recurring hono-
raria. It does not include the pension of an officer who is
re-employed, or local allowances granted on account of the
unhealthiness or expensiveness of particular localities (which
will in future be known as ‘‘compensatory local allow-
aices ), exchange compensation allowance, fravelling or
conveyance allowances, house-rent allowances or grant of free
quarters, allowances to civil surgeons for charge of railway
employ®s, office allowances, hill allowances governed by
authorised hill allowance codes, and non-recurring honoraria.
Subject to the lmmitations contained in these rules, and to
any specific orders of the Secretary of State bearing on
particular matters, the Government of India have full
power to sanction the grant of allowances which are not
included in the definition of remuneration . Provided that the
sanction of the Secretary of State n Council 1s required to—

() the grant of exchange compensation allowance in
any case 1n which 1t is not now admussible, and

(2) any modification of the broad principles on which
the rules relating to the Calcutta, Bombay and
Rangoon house allowance schemes are based,
including the rates and the gencral conditions
of eligibility laid down in them

ITI. The sanction of the Secretary of State in Counecil
is required—

(1) To any expenditure (except in cases in which
authority is granted to the Government of India
by this resolution) which is—

(a) of an unusual nature ; or
(%) devoted to objects outside the oidinary work

of administration ; or
D2
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(¢) likely to involve at a later date expenditure
beyond the powers of sanction of the Govern-
ment of India

Note 1 —The Government of India are, however, empowered to
sanction, up to o himt of Rs 500 1n each case, petty expenditure to
which there 18 no objection except that i1t comes under (a) or (5) of
thus rule

Note 2 -~The purchase of a 1a1lway hine by Government 1s a transac-
tion wvolving expenditure of an unusual natuie, and accordingly re-
quires the sanction of the Secretary of State in Council

(2) To the creation of any new permanent appoint-
ment, which would ordinanly be held by a
gazetted civil officer recruited in England, and
to the rasing of the pay of such an appointment
already 1n existence or of such an officer

‘ote —The word “pay ™’ i this clause has the meaning assigned
to 1t m Chapter 1T of the Civil Service Regulations The Government
of India are empowered to sanction local o1 other allowances for an
appointment o1 an officer of the above class, provided that the 1emunera-
tion of the appomtiment o1 officer 1s not thereby raised to an amount in
excess of Rs 750 a month

(3) (a) To the creation of a permanent appointment,
not of the class specified 1 IIT (2), of which the
remuneration excceds Rs. 800 a month

() To the rawsing of the remuneration of an officer,
or ol a sanctioned permanent appointment, not of
the class specified 1n III (2), to an amount in
excess of Rs 800 a month, or to the increase of
a remuneration which 1s aheady in excess of
that amount.

Note 1 —In the case of incremental pay, the test for the appheation
of this rule 1s the maximum pay attanable The grant of increased
remuneration to an officer on inciemental o1 a time scale of pay, the
maxmum of which 1ses to or exceeds Rs 500 a month, on the condi-
tion that 1t should be continued only so long asit does not cause his
total remuneration to exceed Rs 500 a month, does not accordingly
require the sanction of the Secretary of State
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Note 2 —Where the 1emuneration of an officer cannot equitably be
fixed at a monthy rate because 1t would 1 consequence of 1ts source be
liable to fluctuation fiom month to month, the sanction of the Secietary
of State 1s required to the grant of a remuneration n excess of Re 9,000
a yeal, mstead of Re. 300 a month

(#) (a) To the placing of an officer on duty outside

India, except as provided for m Article 8-\, and
Note 2 to Article 85, Civil Service Regulations,

() To the temporary appointment or deputation of
an officer m India on a remuneration (inclusive
of deputation allowance, if any) exceeding
Rs 50,000 a year (Rs £1663 a month), unless
such officer has a lien on an appointment carry-
g a 1emuncration of equal or lugher value
fixed by statute

(¢) To a temporary appointment or the deputation of
an officer 1n India on a remuneration (inclusive of
deputation allowance, 1if any) exceeding Rs 800,
but not exceeding Rs 4,162 a month, when such
appointment or deputation is expected to last, or
does last, for more than two years But in this
case previous sanction is not required

Note 1 —The sanction of the Secietary of State 15 not 1equned to
the creation of (z) temporary appointments or deputations conne:ted
with plague, and (3) temporvary appointments for rettlement wok,

subject, as 1egards remuneration, to the rules contained m Appendix -A
of the Civil Service Regulations
Note 2 —The penod for which a temporary appontment or deputa-

tion has been sanctioned by the Secretary of State may, if necessary, be
extended without further reference to that authority, provided that such
extension shall not exceed one month

Note 3 —When the 1emuneration of au officer apponted to a tempo-
rary appointment or placed on deputation for a period of more than
two yeas 18 increased beyond the hmt of Rs 800 a month laid down
in this clanse, by reason only of an increase of the pay or acting
allowance of the ofhcer holding 1it, the specific sanction of the
Secretary of State will not be required to the continuance of the
temporary appointment or deputation with increased remuneration
unta] the expiry of the period origmally sanctioned
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(6) To the approval to the grant to an officer from
general revenues, or from a local fund, or from the
revenues of a Native Btate, of an honorarium
exceeding Ra. 1,000, for work which he is required
to perform, either within or outside the course of
his ordinary duties, when it is of such exceptional
merit or of suchan arduous or peculiar nature as
to justify & special reward.

Note 1 —This rule apphes to single payments omly ; a recurring
honorarium or reward or fee requies the same sanction as an increase
of remuneiation The fee paid to an educational officer selected as an
exammer on purely personal grounds, irrespective of his position under
Government, though these grounds may bring about s appointment 1
successive years, 1s not a recurring fee withn the meaming of this rule

Note 2 —Pensioned oftice1s of Government rank as private persons
1n respect of the receipt of honoraria fiom general revenues, from local
funds, o1 from the revenues of a Native State

Note 3 —The Government of India can sanction the payment of
bonuses to members of subordinate establishments of the Pablic Works
Department, whether peimanent or temporary, who are engaged on
important works of construction, provided that the bonuses and remuner-
ation of any particular employ2 do not together exceed Rs 9,600 a year.

(6) To revisions of permanent establishments which in-

volve additional expenditure of more than Rs 50,000
a year In the case of establishments, such as
process-serving establishment, the scale and remu-
neration of which are determined by Courts of Law
under rules having the force of law, the sanction of
the Secretary of Btate in Council is not required
under this clause unless the net extra expenditure
involved, after allowing for the receipt of fees, ex-
ceeds Rs. 50,000 a year

¢ Note 1.—For the purposes of this rule the cost of any particular

revision 18 to be determined with reference to the definition of remuner-
ation in Rule IT ”
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Note 2 —For the purpose of determning the above Limt of Rs.
80,000 a vear the cost of any tempoiary estabhshment which the new
scheme will 1eplace should not be taken as a set off.

(7) To all orders involving expenditure for which the
Civil Service Regulations or other authorised code
specially declare that the sanction of the Secretary
of State m Council is necessary

(8) To the grant of any pension or gratwty that is not
admissible under the provisions of the Civil Service
Regulations, the India Army Regulations, or any
other authorised code, or under any general autho-
rity conferred on the Government of India by a
despatch of the Secretary of State in Council, such
as his despatches sanctioning the grant, subject to
specified conditions and limits, of pensions in res-
pect of services 1endered during the Mutiny, com-
passionate gratuities to the families of Government
servants left i indigent circumstances, pensions or
gratuities to non-officials injured (or to the families
of non-officials killed) during or in consequence of
service rendered to the Stale, political pensions or
gratuities to non-offictals and pensions or gratui-
ties to non-officials who have rendered exceptional
service to the Government

Note 1-—The effect of the various orders quoted 1n this rule so fa1 as
they relate to pensions and gratmties of non-officials and their families, is
that the Government of India can sanction, without reference to the
Secretary of State, the grant of reduced pohtical life pensions to the
hers or other representatives of existing pensioners in accordance with
the practice that hss hitherto been followed ; but that therr power
to sanction (1) new political hife pensions or gratmties to non-officials or
increases to existing political life pensions, (2) pensions or gratmties to
non-officials who are injured (or to the families of non-officials who are
Inlled) during or in consequence of service rendered to the State, and
(3) other pensions or gratuities to non-offieials who have rendered
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exceptional service to the Government, are hmited to a pension not
exceeding Rs 1,000 a year, or a gratmty not exceedmg Rs 3,000
1n any case.

Note 2 —The grant of a pension and a gratmty to the same indivi-
dual requnes the sanction of the Secretary of State

(9) To the grant to non-officials, on political consi-
derations, of (a) land either free of revenue or on
favourable terms, or (&) of assignments of land
revenue, if the value of the land or land revenue
exceeds Rs 1,000 a year Grant of either kind
on other than political considerations are subject
to the statutory rules published by the Government
of India under the authonty of the Secretary of
State in their Finance and Commerce Department
Resolution of the 20th February 1894, No. 933, and
Financial Department Resolution of the 31st Octo-
ber 1910, No. 5751-Ex.

(9A) To the grant to a civil officer, in addition to his
ordinary service persion, of—

(a) land, except where the grant 18 made under the
ordinary revenue rules of the Province con-
cerned, and involves no special concession in
money or its equivalent beyond the fact that
the grantee has received the grant in preference
to others ; or

() an assignment of land revenue when the total
amount exceeds Rs 600 a year, or the assign-
ment, if within that amount, is not limited to
three lives and reduced by one-half on each
succession

(10) To any expenditure of a non-recurring type on
behalf of political pensioners, such as grants to-
wards the funeral expenses of deceased pensioners,
the provision of marriage dowries for daughters,
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allowances to meet the expense of proceeding under
orders of competent authority from one localify to
another and expenditure on other than ordinary
repairs (as for example the installation of electric
lights and fans) in connection with the residences
which pensioners are provided with in certain cases
at the cost of the State, if the amount, in any case,
exceeds Rs 1,000

(11) To any expenditure on the erection or alteration
of a church, or grant-in-aid towards the erection or
alteration of a church not wholly constructed out
of public funds, in excess of the amount admissible
under the rules in the Public Works Department
Code

(12) To any cash grant to a charitable or religious
wstitution (not being a grant for a church under
the Public Works Department Code), which ex-
ceeds Rs 10,000 a year if recurring or Rs. 50,000
if non-recurring ; and to any grant to a charitable
or religious institution outside India

Note —Institutions designed for medical iehef are included in the

category of chantable mstitutions

(18) To expenditure on State ceremonies and assem-
blies and on the entertainment, at the public charge,
of distinguished visitors to India, wher the outlay
is estimated to exceed Rs 1,00,000

(14) To grants to Local Governments having regular Pro-
vincial settlements, other than the following :—

(¢§) non-recurring grants made—

() to restore Provincial balances to the preseribed
minimum when they have been depleted owing
to calamities such as famine or plague ;

(5) to enable Provincial Governments to restore the
normal scale of expenditure on civil works or
other services, when it has been specially reduced
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in consequence of calamities such as famine or
.plague ;

(c) towards defraying the cost of schemes (costing not
more than 10 lakhs excluding, or 12} lakhs
including, provision for establishment, tools, and
plant), when the expenditure would ordinarily be
met by local bodies, though passed pro formd
through the Provincial accounts ; and

(d) for Provincial objects of secondary importance, of
which the cost is within the limits mentioned
in (c) 5

(¢i) compensatory assignments, whether recurring or
non-recurring, made in connection with—

(e) erroneous credits of Provincial revenue in the
Impemal section of the accounts;

(f) expenditure undertaken from Provineial revenues
on behalf of the Imperial Government ; and

(g) transfer of habilities arising from changes, in the
method of classification of receipts or charges,
or from other causes

(446) (@) recurring, and {b) non-recurring assignments of
amounts not exceeding Rs 15,000 and Rs 50,000,
respectively, in each case which may arise.

(16) To expenditure for the direcl benefit of Native
States which 1s estimated to exceed Rs. 10,000 a
year on any one project, or Rs. 50,000 if non-
recurring

(16) To expenditure on providing any addition to the list
of “the special saloon carriages reserved for the
use of high officials,” as approved in paragraph
3 of the despatch from the Secretary of State,
No 67 (Railway), dated 20th S8eptember 1911 The
Government of India may sanction such expendi-
ture as may from time to time be required (a) to
complete and keep up to date one standard gauge
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and one metre gauge train for the use ot His Excel-
lency the Viceroy, and (5) to maintain and, when
necessary, to replace any of the otlfer carriages
referred to in this rule

(17) To expenditure in connection with the staff, house-
hold and contract allowance of His Excellency the
Viceroy in excess of the limits laid down in the
despatch from the Secretary of State, No 55-Finl,
dated 17th May 1912. The Government of India
have the power to make a non-recurring addition
to the contract allowance, of an amount not exceed-
ing Rs. 20,000 in any year when occasions such as
the visit of a member of the Royal Family to India
or the occurrence of a State assemblage of unusual
1mportance throw exceptional expenditure upon the
contract allowance ; provided that such grants shall
be reported to the Secretary of State when made

(18) To theincrease of the contract grant of the head of
a province

(19) To the expenditure of public money: (a) on the
purchase of a motor car for the use of an official, or
(b) on the maintenance of such a motor car other-
wise than from the contract grant of the head of
the province, except as provided in the rules
approved in the despatch from the Secretary of
State, No. 67 (Financial), dated 7th June 1912.

Note —The sanction of the Secretary of State 18 not requned to any

expenditure by the head of a province from his contract -grant on the
hire of motor cars for use m the discharge of s official ceremomal

duties.
(20) To the revision in any important respect of any
existing provincial or guasi-provincial settlement.
IV 1In applying these rules, audit officers may assume
that all the provisions of the Civil Service Regulations,
the India Army BRegulations, the Public Works Depart-
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ment Code, the State Railway Codes, the Forest Code,
and any other authorised Code, have received the sanction of
the Secretary of State in Council in all cases in which that
sanction isnecessary  They may, therefore, admit, without
requiring the sanction of the Secretary of State in Couneil,
any pensions, acting allowances, or other allowances which
are admissible under the rules of those codes Any allowances
which are in excess of those admissible under those codes will
require the sanction of the Secretary of State in Counecil if
coming within the terms of Rule ITI above

V. Audit officers may also assume that any general sanc-
tions issued before 1889 (such, for example, as the orders
granting personal allowances to military officers in the police
in some provinces, and the rules under which rewards are
granted to officers for passing language examinations) had
duly received the sanction of the Secretary of State in Coun-
cil when that 1s necessary, although under the procedure in
force up to that year the orders were communicated to
audit officers on the authority of the Government of India
only.

VI. The following rules are special for raillways and other
public works, excluding military works to which rule VII
below applies :—

(1) No outlay shall ordinarily be charged to loan funds
without the sanction of the Secretary of State in
Council ; but this rule shall not apply to—

(@) irrigation projects.of which the estimated cost does
not exceed Rs 10,00,000 excluding provision for
establishment, tools and plant, or Rs 12,50,000

inclusive of those charges ;
(b) capital expenditure on railway lines under con-
struction—

(¢) which are included in a railway programme sanc-
tioned by the Secretary of State in Council. In
such cases, the sanction of the programme by the
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Secretary of State in Council will be a sufficient
sanction for such works included in it as requue
his sanetion, which satisfy the following condi-
tions .—

(a) The estimated cost of each line does not exceed
Rs 21 lakhs,

(o) In the case of an extension of a hine which was
originally sanctioned by the Government of India
as bemg estimated not to exceed Rs 12} lakhs
the cost of the original line and the extension are
together within the 12} lakhs limat.

(¢) The hine 1s a branch or chord line connecting with
one railway only and no rights of extension are
given,

(d) The constiuction of the proposed line is not object-
ed to by the owners of the railway to which it 1s
a branch or connecting chord, or by the working
Comparny, if the railway 1s the property of the
State but worked by a Company having a finan-
cial interest in 1ts results;

(e) There are no special circumstances in connection
with the proposed line which, 1n the judgment of
the Government of India, render it a case which
ought to be reserved ior the considoration of the
Secretary of State

Note —The Government of India bave no power to sanction —
{¢) a chord hine connecting with railways of different ownership,or

(%) an extension of & branch hne which when so extended would

connect at each end with a rallway of different swnership

(c) capital expenditure on open lines of railway—

(%) on awork or group of works mecluded in a 1a1l-
way programme sanctioned by the Secretary
of State in Council In these cases the sanction
of the programme by the Secretary of State
Council will be a sufficient sanction for all
works included in it ;
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(%) on a work or group of vorks not included in
a sanctioned railway programme of which the
estimate cost does not exceed Rs. 20,00,000

Note —The Government of India may not sanction any expenditure
from loan funds on 1rngation works and railways 1n excess of the hmt
of the programme for such works which have been sanctioned for the year
by the Secretary of State 1n Council Piovided that in the case of rail-
ways they may at the time when the final budget 1s being prepared m
March, sanction an addition, not exceeding Rs 50 lakhs, to the railway
programme for next year as sanctioned by the Secretary of State mn
Counail subject to the following conditions : (a) the sum so added shall
not exceed the amonnt of the probable lapse 1n the sanctioned grant for
the expiving year and shall be hable to reduction, if necessary, when
the actual amount of such lapse 18 known, and (§) the money can be
pronded  without material alteration 1n the Ways and Means
programme

(2) The sanction of the Secretary of State in Council is
required to any work charged to revenue (other
than railways which will be dealt with as under
clause (1) above) of which the estimate of cost
exceeds Rs 16,00,000 when provision for estab-
lishment, tools and plant is not included and
Rs 20,00,000 when it is mncluded.

Note 1.—This rule does not apply to cases mn which a work, though
submdised by a lump sum giant from Government, 15 undertaken by,
and on the responsibility of, a local body

Note 2 —Expenditure in connection with residences of His Excel-
lency the Viceroy and staff 1s subject to the followmg further
restrictions :—

(¢) Ongmal works and special repaars  The previous sanction of
the Secretary of State m Council 1s required to any project
estimated to cost more than Rs 1,560,000 (works outlay).
All sanction accorded by the Government of India in
excess of Rs 2,600 and up to Rs 1,60,000 shall be reported
to the Secretary of State in Council

(6) Farmture. The previous eanction of the Secretary of State
in Council 18 necessary to any grant in excess of
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Rs 42,000 1n any one year for public worke expenditure on
the supply and repair of furmiture

{8) When the estimate for construction of a work either
from loan funds or from revenue has been sanc-
tioned by the Becretary of State in Counecil, the
Government of India can ordinarily sanction outlay
in excess of the original sanctioned estimate up to
an amount of 10 per cent in excess of the estimate,
provided that the excess is not more than
Rs 12,60,000 including establishment, tools, and
plant In the case of estimates for new railway
projects, however, the limits are 25 per cent. or
Rs. 50,00,000 over the amounts reported to, and
approved by, the Secretary of State in Council.
But any excess over a revised estimate or comple-
tion estimate sanctioned by the Secretary of State
in Council can be sanctioned only by him.

(4) For the purpose of determiming whether the sanction
of the Secretary of State in Council is necessary
under clauses (1), (2) and (8) of this rule, a
group of works, which forms one project, shall be
considered as one work and the necessity for
obtaining sanction to a project is not avoided by
reason of the fact that the cost of each particular
work in the project is within the powers of sanc-
tion of the Government of India.

Note.~The foregomg clause does not apply mn the case of umgation
projects, the construction estimates of which have been closed and
further capital outlay on which 15 bemg incurred under the rules for
open capital expenditure, In the case of 1always, proposals for
expenditure contained 1n a completion estimate for any work, whether
construction or open line, need not be grouped with any subsequent
proposals for expenditure

(6) Provided that the estimated cost including that of
extensions, if any, does not exceed 100 lakhs, and the
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administrative conditions defined in Rule VI (I)
() (és) clauses (c) to (¢) above are satisfied, the
Government of India can sanction the construction
of a railway, or an extension of a railway already
constructed, by a branch line company domiciled
in India, with rupee capital, on general branch
line terms which have been previously approved by
the Secretary of State in Council
Note —The Government of Ind-a have full powers to authorize the
raising of captal in rupees in India by Branch Line Companies domi-
ciled 1 India for works which they are competent to sanction and to
settle the terms of such 1ssues of capital provided that in respect of
guaranteed or rebate aided lines the rate of commission to be allowed
18 not defimtelv fixed until the 18sue 18 1mminent, s ¢, 1n cases where the
maximum rate of commission 18 specified in the prehminary agreement,
provision 15 made that the terms of 1ssue of the capital are subject to
the approval of the Government of India,

(6) As regards non-pensionable establishment on State
railways, the Government of India exercise full
powers in regard to—

(@) creation of appointments and increases and alter-
ations 1 scales subject to a maximum limit of
remuneration of Bs 4,166 a month for any
individual appoiniment ;

(b) acting and travelling allowances, bonuses, gratui-
ties, leave, etc.

(7) The Government of India exercise full powers in
regard to temporary non-pensionable appointments
in the Public Works Department subject to a
maximum limit of remuneration of Rs, 4,166% a
month for any individual appointment.

VII. The following rules are special to military expen-

diture :—
(1) The sanction of the Becretary of State in Council is
required to any military work of which the estimate
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of cost including provision for establishment, tools
and plant, exceeds Rs 1,50,000.

(2) All new measures involving expenditure chargeable to
heads Army, Marine, Military Works or Special
Defences, the total initial cost of which, plus one
year's recurring expenditure, is estimated to exceed
Rs 50,000, shall be submitted to the Secretary of
State in an annual schedule.

(3) Expenditure on such measures shall not be incurred
(a) in the case of measures which are beyond the
powers of the Government of India as defined in
the foregoing sections of this Resolution, until the
specific sanction of $he Secretmy of State m
Council has been 1eceived; (J) m the case of
measures which are within the powers of the
Government of India as in the foregong sections
of this Resolution, until the measures have been
submitted to the Secretary of State in an annual
schedule

As an exception to this rule, expenditure of the kind
referred to 1n case (b)) may be incurred without previous
reference to the Secretary of State, and in anticipation of
its inclusion in the next annual schedule, provided that it
can be met from savings or lapses in the sanctioned
schedule allotment of the year 'When expenditure is so
incurred, a report should be made to the Secretary of State.

(4) Except with the previous sanction of the Secretary
of State in Council, the total expenditure or.
schedule measures in any year shall not exceed the
total sum allotted for such measures in the budget
of the year

(5) When the estimate for the construction of a work
specified in clause (1) of this rule has been sanc-
tioned by the Becretary of State in Council the
Government of India can ordinarily sanction out-
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lay in excess of the original sanctioned estimate,
up to an amount of 10 per cent in excess of that
estimate, provided that thel excess is not more than
Rs. 1,60,000) including establishment, tools and
plant.

Note —Subject to compliance with the requirements of clause (2)
above, the Government of India may vary the allocation of the total
schedule allotment of the year between the different measures included
m the schedule without reference to the Secretaiy of State, or may
apply a portion of the total allotment to the Iprosecution of measures
which ate 1ncluded in the schedule, but for which no actual provision
has been made

VIIIL. The sanction of the Secretary of State in Counecil is
required to the grant of—

(1) aloan which is— .
(a) of an unusual nature ; or

() devoted to objects outside the ordinary work
of administration , and

(2) a loan to a Native State in excess of Rs b5 lakhs,
or a series of separate loans granted at short inter-
vals to an amount exceeding Rs 5 lakhs

Note 1 —In any case where a cash grant would be within the
powers of sanction of the Government of India, the grant of a loan of
an amount not exceeding that of the cash gaant, does not require the
sanction of the Secretary of State in Council

Note 2 —Loans and advances of the vauous classes described in
Chapter 8of the Civil Accouut Code, which have hitherto been sane-
tioned by the Government of India without reference to the Secie-
tary of State, are not of an unusual nature withm the meaning of clause
(1) (a) of this rule.

IX. Any objection raised under these rules to any order
issued by the Government of India will be reported to the
Secretary of State for information, if the objectiori is over-
ruled by the Government of India, and for the required
sanction if the objection is not overruled.
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CHAPTER 6
Audit against Appropriation.

o0 The* appropriation for expenditure 1s the grant Mamer of
entered m the budget estunates for a year, which cstimates tig, @
are sanctioned, in bulk by the Government of India, and in
detail by Local Governments

In other words, the revenue and expenditure proper of
the country are broken up 1nto a number of sections, called
budget heads, for each of which a scparale estimate1s pre-
pared, scrutinised and sanctioned The amount sanctioned
then becomes under each lead of expenditure a budget
allotment.

51 It is the duty of audit to see—

(a) that the total expenditure of the year under cach Che‘e:“
budget head doos mot exceed the allotment sp sppiopra-
sanctioned for it, anq

(b) that at no time during the year has the expenditure
up to date under any head proceeded at such
a rate that 1t is hikely to excced the allotment
before the end of the year

It is also the duty of audit to watch the proportionate
progress of revenue of all kinds throughout the year against
the estimates and to bring to notice serious fallings off
This duty is called budget check and is carried out by
entering the estunates of revenue and the allotments of
expenditure 1n switable registers, and posting and watching
the monthly realsations and expenditure against them,

52. During the progress of the finanoial year it is found Pmm of
that the grants under some heads are insufficient while gop
under others they are unnecessarily high. It is, then, pos-
sible to supplement the former by reappropriations trom
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the latter. But each reappropriation implies two failures
in the preparation of the Budget Estimate, the failure to
foresee the expenditure now asked for, and the request for
agrant in exXcess of requirements. At the same time, the
detailed preparation of a Budget Estimate often starts five or
six months before the commencement of the year under
consideration, and it is difficult so long before to foresee
all the possible demands for expenditure which may arise
in a country like India

53. The result of these opposing considxations is that
the power to reappropriate is hedged about by rules almost
as closely as the power to spend money. The more im-~
portant rules are as follows *—

Local Governments may not exceed the aggregate budget
grant for provincial expenditure without the sanction of the
Government of India.

Subject to this proviso Local Governments may sanction
reappropriations between the Provincial grants included in
their estunates They may also sanction reappropriations
between Imperial grants included in their estimates under
divided major and mimor heads, and under certain wholly
Impenal major and minor heads, provided that the total
grant under these wholly Imperial heads is not exceeded

54 But the grants sanctioned by the Government of
India are for the service of a whole department Those
grants are usually further sub-divided to control the
expenditure of individual disbursing officers The Secretary
of State has permitted the delegation to Heads of Depart-
ments of the power to reappropriate within the total grant
placed at their disposal They are forbidden, however, to
reappropriate savings under recurrng expenditure such as
salaries and establishment to meet new non-recurring
expenditure®, and also to reappropriate savings under nen-

# Tho removal of this prohibition Las been recommended to the Secretary of State-
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recurring expenditure to meet excesses under recurring
expendifure The latter is the more important because
recurring expendituee which may be met without difficulty
in one year may prove to be a burden in future years

55 If new expenditure cannot be met from the grant
for the department in which 1t 1s to be incurred 1t must be
sanotioned by Government Such sanction must be accorded
before the end of the financial year, It is definitely ruled
that, save for exceptional reasons, expenditure for which no
provision has been made in the estimates will not be
sanctioned When, therefore, an application is made for
an extra grant or a reappropriation to meet such expenditure
it must be éxplained why it was not foreseen at the time
of preparation of the budget estimates, and why its im-
mediate nourring 1s essential.

At the same time itis also ruled that an amount
actually due from Government must be paid at once, and
the payment must be recorded, even though there be no
sanction. Thisisto ensure that an innocent party shall
not suffer because a Government servant may have broken
Government rules in incurring a liability, and that the
accounts shall represent exactly what has happened.

56 The result of this phase of audit work is set out in Appropris-
the Appropriation Report of the Comptroller and Auditor ™ e
General which he submits to the Secretary of State through

the Government of India who must forward it with any
comments they may wish to make upon it This report is
based on similar reports prepared by the head of every
account office in India It describes first of all the general

forecast of the conditions affecting the budget taken into

account in framing the estimates, and then how far these
anticipations have been realised, and how divergences

from these anticipations affected the actual receipts and
expenditure.
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A statement is prepared showing for each major head
of expenditure the original grant, the net grant after taking
into account all subsequent orders affebting the original
grant, the actual expenditure, and the excess, if any, still to
be sanctioned by proper authority This statement sums
up the result of Appropriation Audit

57. So far, the description refers to a real Appropriation
Report. Buf the Indian report is more than this For
its preparation a detailed examination of the accounts is
necessary, and during this examination other branches of
audit work can also be taken up. Thus the report brings to
light any breach on the part of the Local Government of
the terms of the Provincial settlement

A description of the other features of the Appropriation
Report in its present form may be found in Articles 1549 to
1556 of the Civil Account Code 'With one exception they
are nol described here as the revision of the scope of the
report is under consideration.

58. The one feature of the report which requires further
mention is that it deals at some length with the results of
audit against sanction as well as against appropriation
It shows the amount outstanding under objection at the
beginning of the year, placed under objection, and removed
from objection, during the year, working up to the amount
outstanding under objection at the close of the year.
Tnasmuch as some portion of this amount represents sums
placed under objection for want of vouchers and counter-
signatuge which under the rules need not be supplied until
after the submission of the original bill, the report also shows
the amount outstanding on the 31st of July after the close
of the year.

Inferences are drawn from these statements as to the
degree of attention paid to audit rules Attention is
drawn to the more important breaches of those rules.
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59. An original Audit Officer who becomes aware of a Method of
serious breach of financial rule should not ordinarily defer mﬁ
action until the preparation of the report but report it at 25ieh® of
once to the authority superior to the officer responsible
Heis entitled to be told what action is taken by such
authorty in the matter If he does not comsider such
action sufficient he can refer the matter to the Local Govern-
ment and is again entitled to be told of the action taken.

If he is stall nof satisfied he can 1eport the matter to the
Comptroller and Auditor General,

The orignal Audit Officer is not debarred from inclua-
ing in s Appropriation Report cases m which the action
thus taken has been, in his opinion, sufficient, but he will
rarely include such cases theieir unless they are mmportant

Cases for inclusion in the Appropriation Report of the
Comptroller and Auditor General will be obtained from the
local Appropriation Reports, from special repoits submitted
to him by Audit Officers or from the inspection 1eports of
his deputies. Any case meluded by the Comptroller and
Auditor General 1 Ins Appropration Report will be further
investigated by the Local Government or Imperal adminis-
trative department of the Government of India concerned
and the conclusion reported by them to the Comptroller and
Auditor General. If he does not conmder the action
sufficient he will express that opinion to the Local Govern-
ment or Department concerned who will 1eport the whole
case to the Government of India, and it may be that the case
will eventually have to be reported to the Secretary of State

The strength of the Comptroller and Auditor General’s
position is that he reports to the Secretary of Btate, and can
again call attention in a subsequent report to any case in
which he thinks the authorities in India have not taken
adequate action.
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CHAPTER 7.

Allocation of expenditure to Oapital and Revenue

60. In Chapter 2, paragraph 6, above the importance is
emphasised, in dealing with commercial accounts, of a correct
allocation of expenditure to the Capital account Some
departments of Government as for example Railways,
Irrigation, Post and Telegraphs, are worked on a commercial
basis, and capital accounts are maimtained for such depart-
ments. They are termed in the Civil Account Code quasi-
comnierotal departments

61 Just as a merchant will not embark on any new
venture until he is eatisfied that it is going to pay him, so
it is inoumbent on the 1esponsible officers of Government,
before deciding on any scheme of railway * construction, to
¢ count {he cost ” and satisfy themselves that the revenue
to be derived from the working of the projected railway,
after meeting all expenses connected with its operation,
maintenance and upkeep, will repay the interest on the
capital expended on its construction and equipmentt.

An essential preliminary tothe construction of a new
railway, then, is an estimate of the cost of such construction
and of the probable gross revenue which will be realised after
construction This information enables the authority, who
under the Audit Resolution has power to sanction the
construction of a railway, to determine whether sanction
should be accorded to the construction or not.

® Norz.~Fo: the sake of nmplinty railway schemes only are 1eferred to in this
desoription, It 1s equally nplphuble to a schome for any other form of Government

ng on_commervial
This genera! ple is not followed :n determining whether a railway shall
be omtmhd from tg Fanine Insurance grant mawmly with a view to alleviating
the results of famiue 1n any tract,
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62. The suocess of a commerecial undertaking is dmw
mined by the percentage of the net profits to the capital Sl »d
expenditure. Tt is essential then to distinguish between
expenditure which is debitable to Oapital and_Revenue
sccounts respectively Mr. Dicksee in his treatise on
Auditing draws this distinction as follows :—

“8hortly stated, the question ocan in any event be
“ answered hy finding the answer to the following question :
* Has the partioular expenditure incurred 1 any mmdividual
“ case been incurred for the sake of improving the earnng
“ capacity of the undertaking ? If the answer to this question
“is in the affirmative, then, and to that extent, the expendi-
“ ture in question is Capital expenditure. But if it has only
% had the effect of putting the earning capacity of the un-
“ dertaking upon the same footing as that which had pre-
“ viously obtained (and which has since dechned by the
“ ordinary process of wear and tear, or the cfluxion of
“ time, in respect of which no provision has been made)
it must be charged against Revenue. The precise meaning
“ of this latter qualification is that the mere renewal of
“ wasting assets, not otherwise provided for, cannot be
“ called Capital expenditure, but that any extension, or the
“acquiring of fresh assets, 18 in the nature of Capital
« expenditure ”

63 It is obvious, then, that the whole of the initial Expenditure
expenditure on the construction of the railway prior to its ton ot
being opened for traffic must be reckoned as Capital ex-m
penditure, but that the Capital expenditure on a railway
does not cease with the closing of the Project Estimate
That estimate merely provides for the first construction and
equipment of the railway to meet the needs of traffic
anticipated at the time of opening. As the traffic expands
so the need for additional facilities increases, and, inasmuch
88 there is practically no limit to the expansion of fraffic
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on a railway, the Capital acoount of the railway isnever
actually closed, but iy added to from time to time in respect
of extensions, enlargements, alterations, and substantial
permanent improvements which add to the original value or
durability of the property

64. With effect from the date of opening of the Rail-
way a separate set of Revenu accounts has to be kept up
in addition to the set of Capital accounts previously
maintained ; and in the preparation of estimates, the allocdy
tion of bills, and the final record of expenditure in the
accounts, a clear distinotion has to be drawn between
expenditure of a Capital nature, such as is referred to above,
and the money spent on establishments employed in earning
revenus, or on the carrying out of repaifs, maintenance,
restorations, renewals, appointments, and substitutions
chargeable to the Revenue account

65. The first serious attempt to apply the general
principles enunciated in paragraph 62 above to the detailed
facts dealt with in the open line accounts of Indian
railways was made in 8ir Charles Wood's despatch of 1864,
relevant portions of which are quoted below :—

(o) “ There can be no doubt that the expemses of an
additional length of railway, of the doubling of
an existing line, of the orginal construction of
any work including that of those intended to be
only temporary, as well as of all additions to
existing works, ought to be charged to the
Capital account.”

(5) “ When new lines form a junction with an existing
railway, the expense of the junction, and all
its concomitant appliances of stations, sidings,
signals, etc., is properly chargeable to Capital
account and the cost should be divided, in such
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proportion as may be fair, between the two
railways for whose mutual and joint benefit the
junction is made *

(o) “ The cost of additional stations and of any im-
portant building, not previously contemplated,
which is added toan existing station, should be
charged to Capital account.”

(d) « The cost of maintaining in a proper condition the
works when completed must be charged to the
Revenue account, but if any extraordinary
casualty should occur such as the destruction
of a bridgeby flood, the case must be regarded
as exceptional, and the cost of construction or
replacement must be charged to Capital or
Revenue, or divided between them, as may be
deemed proper, according to the circumstances
of the case ”

() “In relaying rails, if the original ras have
proved too light and additional strength in
weight of 1ron or steel be required, the Capital
account should bear the difference between the
cost of the new and improved rails and that
of replacing the old rails by rails of similar
character, Revenue being chargeable for relaying
and all other expenses. The same principle
should be applied to replacing by iron sleepers
those of wood originally laid down ”

(f) “In the locomotive stock, Capital ought to bear
the first expense of any addition which may be
made fo the existing stock and of any important
improvement or alteration which may be made
in the same, as well as of machinery which is
absolutely new, and not merely in replacement
of old : but all repaits and less important altera~
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tions of the existing stock of engines, carriages
or wagons already paid for and handed over for
working purposes should be charged to Revenue.
The rolling stock and plant, after being once
paid for from Capital must be kept by Revenue
to its full complement.”

(9) “ In no case should the cost of mere appurtenances
of stock, after the opening of a line, or of a charge
such as the substitution of one mode of lighting
for another, whether in engines, carriages, stations
or signal lamps, the cost of which has already
been paid for out of Capital, be admitted as
capital expenditure. These properly belong to
the traffic Revenue account.”

The guiding principle right through, it will be observed,
as that Capital having ouce paid for a work or service
should not be charged over again in respect of the same work
or service, so that the Capital (or Block) account may
represent at any time the actual value of the railway and
its equipment. This guiding principle is in accord with
the general rule enunciated above. There are, however,
minor deviations, Thus the cost of a work which has been
abandoned and not replaced is not in practice written off
to Revenue, but remains at debit of the Capital account.
Theoretically, in order to arrive at the present value of the
existing assef, an allowance would have to be made for
depreciation, wear and tear, etc ; in actual practice, however,
no such allowance is made as a railway is always supposed
to be maiutained in a state of eficiency, but, in lieu thereof,
the entire cost of a replaced work is charged off to Revenue
at the time of replacement

66. With these principles to guide him the audit officer
Should find no difficulty in deciding to which head, Capital
or Revenue, an item of work is properly chargeable, if it is
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purely an addition to or in substitution of an existing work.
Cases, however, arise in which the work partakes of the
nature of both substitution and addition or substantial
improvement, and these are not quite so easy to deal with.

Take for example the case of substituting heavy rails Ry,
for ight ones Here 1t 18 clearly recogmized that the obli-
gation of Revenue would be met by providing rails of the
same weight as those which have been used upin the service
of Revenue, and that Revenue is hiable only to such extent
But the extra cost of the new heavy rail may be due not
only to the increased weight but also to the increase i the
price of rails, and in that case Revenue 1s responsible for
the extra cost due to the increase in price on the weight
of the original rail Thus the rule mn this case 1s that the
charge to Capital based on differences in cost should never
be greater than that anived at on the bams of charging to
Capital the proportion of the cost of the new rails attributable
to increased weight.

The charge to Capital, it will be observed, 15 always
restricted to the increased value of the maferial asset, the cost
of labour in relaying being chargeable wholly to Revenue (see
(¢) above) on the principle that Capital, having orgmally
provided a finished article, 1t devolves on Revenue to pay
the extra cost involved in taking up that article and putting
& new, though improved, one in its place.

The same principle applies mutatis mutandis in the renew- Girde,
al of iron or steel girders on bridges: where, however, the
material used in the renewal or substitution is of a different
class from that employed in the original construction, such,
for example, as the substitution of iron sleepers for wooden
ones, or of a masonry bridge in place of a girder bridge, the
bacis of increased weight obviously cannot be applied and
the charge to Capital has to be based on difference in cost
alone.
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67. Formerly, charges to Capital for substantial improve-
ments were confined to permanent way, engineering works,
etc , the practice in regard “to rolling stock having been to
replace an engine by an engine and a vehicle by a vehicle,
regardless of increased power on the one hand or improved
carrying capacily on the other. At the instance of certain
Railway Companies, under whose contracts the cost of sub-
stantial improvements wherever effected is a proper charge
to Capital, the practice was altered, and, following the
principle adopted ip the case of relaying with heavier rails,
the charge to Capital is mow measured by the effective
value of the improvement, based in the case of engines on
increased tractive force, and in the case of coaching and
goods vehicles on increased floor area and carrymg capacity
respechively, subject always to the charge so arrived at
not being greater than the difference between the cost of the
new article and the original cost of the article it replaces

68. The'excess cost of improved appurtenances such as
the substitution of automatic vacuum brakes for handbrakes,
and of gas or electric light for oil lamps, is also now admit-
ted as a separate charge to Capital Ths1t will be observed
involves & departure from the general principle enunciated
in paragraph 62 A similar departure is to be found in
extract (d) from Sir Charles Wood’s despatch—sece para-
graph 65. The exceptions in these cases are held to be
justified by the very large sums involved.



CHAPTER 8
General remarks on itmportant audit rules

69 It is impossible, even in the most detailed rules, to
provide instructions which will meet every possible case
and thus some rules which Audit Officers have to apply have
to be worded vaguely so as to cover a wide area.

70 Thus one important rule in the Audit Resolution pubhs
states that the sanction of the Secretary of State 1 Couneil Ry
is required to any expenditure exceeding Rs. 500 in any one
case which 1s of an unusual nature or devoted to objects out-
side the ordinary work of administration, or fo any expendi-
ture likely to involve at a later date expenditure beyond the
powers of sanction of the Government of India This rule is
worded vaguely and one may assume that this hus been done
dehberately in order that the audit officer may exercise his
diseretion . applyng the rule in audit. There is no doubt
that the Secretary of State’s intention will become more
definitely crystallized as cases arise and are referred to him
for orders.

71 But it may be interesting to indicate a fow cases
which he has stated ought to have been challenged, or in
which he has granted, without comment, sanction asked for
under this rule, so that it may be assumed that,in his
opinion, they were properly reported to him for sanction.
One such case is shown in the note to the article, v:2., the
purchase of a railway line by Government. Another case
was the chartering of a ship to convey pilgrims to Mecea
from Aden, where they had been landed on the breaking
down of a pilgrim ship, the authorities being anxious to
remove them from .Aden as they were becoming excited at



64 AN INTRODUCTION TO INDIAN GOVERNMENT AUDIT,

the lengthy delay in their pilgrimage. Expenditure on a
Government building used asa hotel has also been held
to fall under this category, and also expenditure (1) for
the provision and up-keep of grounds which were to be
utilized for polo, (2) on a contribution to a recreation
club for the officers of a certain branch-of Government
service, and (3) on the maintenance of gardens adjoining a
house occupied by a Government servant during the period-
of his occupancy.

Ex%endxhuo 72 An interesting case, falling under the last part of
};.k:(. .:” this rule which requires the sanction of the Secretary of
:Eﬁmt State to expenditure which may involve at a later date
itare gxpenditure beyond the powers of sanction of the Govern-
ment of India, arose out of a proposal of one Local Govern-
ment to create certain temporary appointments as an experi-
mental measure with a view to the constitution of small areas
within a distriet with a Gazetted Officer in charge of
each, It was considered almost certain that the result of
the experiment would be the introduction of the system
permanently in that province. It was held, then, that it
would probably involve at a later date expenditure beyond
the powers of sanction of the Government of India and
that it required, therefore, the sanction of the Secretary of

Btate

Srom 73. Another extremely important point in the Audit
purpose '°f Resolution is the statement that for the purpose of these
rules a group of works forming one project shall be consi-
dered as one work

Considerable differences of opinion have existed in the
past asto the- circumstances in which works required to be
grouped into one estimate for purposes of sanction, but with
the approval of the Secretary of Btate it has recently been
decided that the interdependence of the works shovld be

regarded as the determining factor, at least so far as works

Y
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on railways are concerned Thus, it has to be considered in
each case whether or not a particular work is complete in
iteelf for the purpose it is ntended to serve, independently
of the construction of another work of the same ora different
class, whether in juxtaposition to it or separated from it by
a distance :

74. Inasmuch as the power of sanction depends upon gugdury
the amount of an estimate there must be sometimes a temp- Yorks fobe
tation to keep an estimate within the powers of sanction stmste.
of a subordinate authorty by omitting from it a few of the
less important features It is important, then, to have
some working rule as to the subsidary works which must be
included in the project estumate of a large scheme  This rule
may be expressed thus.—“ A project estimate for a
“scheme should contain estimates of all those subsidiary
“ works which are essential 1 order that the scheme may
“fulfil the purpose for which 1t was undertaken.”

Itis also desirable that it should contain estimates of
all those works which are essential in order that the scheme
may meet the probable immediate demand for the service
to render which it is undertaken. But audit cannot insist
on the acceptance of the latter proposition in the framing
of estimates while 1t can in respect of the former

Though it is difficult to formulate these rules in words
it is easy to show their application to concrete instances,
If a railway 1s being construoted it must have at least one
line of rails, and some stations, engines and rolling stock
and the cost of these must be included in the project
estimate To meet the probable immediate demand it might
be preferable to have a broad gauge line and stations every
five miles and if the money were available it would be more
economical to build the line on that scale at once. But if
it be decided to build the railway on the metre gauge
with stations every ten miles, and if thereby the estimated
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cost be brought within the powers of sanction of a lower
sanctioning authority, Audit can raise no objection.

%76. The Secretary of State has made no similar pronounce-
ment in respect of Oivil and Public Works expenditure, and
the Government of India have consistently refused to issue
any general instructions, considering that it is for audit
officers to form their own opinion and to object, if they
deem such action necessary, and then to await the evolution
of principles during the discussion of these objections. There
is much to be said in favour of this view, as there must be
many varieties of schemes, and it is impossible to frame a
definition which will meet every case No principle, then,
can be evolved which shall be of final authority, and audit
officers must remember this and be ready to exercise an
independent judgment But some general principle must
be evolved as a rough guide, and the Royal Decentralisa-
tion Commission have attempted this task in paragraph 132
of their report. They say :  The question to be asked in such
“a case is whether expenditure in one or two districts could
“gstop there, or whether it must inevitably lead to outlay
¢ elsewhere. In the former case the expenditure immediately
“ contemplated should be considered by itself, in the latter,
“ the financial 1esult of its general application must be taken
“ into account ”.

This is based on the same general idea of interdependence
which has been accepted by the Secretary of State in respect
of railway schemes. Even if there were not this coinci-
dence, the pronouncement of such a high authority would
naturally carry great weight.

Bat both the Secretary of State and the Royal Decen-
tralisation Commission would admit that there are many
varieties of schemes, and that more than one principle may
be needed as a gmde. I would mention another which has
been put forward by high authority in the Government of
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India in considering such cases. It was expressed in the
following words—* The only real criterion is the intention of
* the authority who originates the scheme, "
Inasmuch as it has been the avowed intantion of the
. Government of India to allow this question to be solved by
case law it 1s necessary to mention briefly the more impor-
tant of the extant decisions The Secretary of State has
decided that the following were to be considered as schemes
for the purpose of sanction :—

(1) All the operations 1mnvolved in the creation of Dacoa
as the new Capital of Eastern Bengal and Assam.

(2) Various improvements in’the accommodation for
the Viceroy’s entourage at Caloutta carried out
at the same time.

(3) Revisions of establishments for the offices of —-
(i) the Chief Engineer and Secretary,

(i1) the Examiner, Public Works Accounts,

(iii) the Circle Divisional and Sub-Divisional
Offices necessitated by the creation of the
new province of Eastern Bengal and Assam.

The Comptroller and Auditor General has treated the
following as “schemes >’ for the purpose of sanction and these
decisions have been accepted without comment by the Secre-
tary of State.

(4) The changes accepted by the Local Government on
the report of a Committee to enquire into the
methods of work, the rates of pay and the ade-
quacy of the subordinate establishments in all
Government Offices mm the United Provinces.

Here the pomnt, was that the Committee were asked to
unify methods of work and rates of pay for the same class
of work, and to evolve a working system by which the num-
ber and pay of clerks in all offices were to be regulated.

F 2
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(5) The increase in cost, over that shown in the original
proposition statement for the estimated cost of
effecting all the changes effected in the United
Provinces as a result of the Report of the Police
Commission, when all those changes had been
carried out and the actual cost could be stated

I venture to think that a study of the decisions given
by the Secretary of State in cases (1) to (8) above will in-
dicate that those decisions must have been based on some-
thing more than mere interdependence. Thus some of the
improvements referred to in case (2) could have been carried
out without the execution at that time of the other improve-
ments It isvery difficult to enunciate a principle but I
think that some of these decisions must have been based on
some such underlying principle as this. All expenditure
incurred at or about the same time on objects arising directly
from the central 1dea underlying a scheme must be consi-
dered as 1ncurred on that scheme for the purpose of sanction.
The idea of interdependence is based on a collateral link.
I venture to think that an ancestral link is preferable, by
which I mean connection through one central idea rather
than by interdependence

8o far, expenditure incurred at or about the same time
has been considered But expenditure which will be in-
curred at & comparatively distant date also has to be dealt
with I am of opinion that such expenditure need not be
included in the cost of a scheme, unless the object of the
expenditure is a direct and inevitable consequence of the
expenditure on those parts of the scheme which are to be
undertaken at or about the same time, which expenditure
has to be included in the cost of the scheme for the purpose
of sanction

This applies to future expenditure the rule laid down by
the Secretary of State in clause ITT (1) (¢) of the Audit Reso-
lution.
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A warning must again be conveyed that this question
is by no means thrashed out For the present it is suffi-
cient to mention the principles which have been brought to
notice above Eventually case law may elaborate a more
detailed set of rules There are three main links, whereby
grouping may be effected, vis, those of time, space, and
purpose, and eventually a set of rules may evolve in-
dicating, more clearly than has been done up to the present,
how far any or all of these links ought to be present in
order that various works or objects of expenditure must
be grouped together for the purpose of sanction Seeing
that the questionis by no means yet settled audit officers
must exercise a careful and independent judgment in res-
peot of any case in which it arises They may accept
and act on these piinciples but they must not expect to
find a solution for every problem by their apphication
These principles may even be found to conflict when applied
to a particular case. In that event o reference to higher
authority will be necessary.
76 Tt 18, of course, understood that no work, or establish-
ment, which under the above rtules has to he grouped with
another or 1ncluded in the project estimate of a larger scheme,
may be sanctioned by any authority lower than that having
pover to sanction the group of works in the first place, or
the larger scheme in the second
77. Another pronouncement of the Secretary of State, Seastary of
which has fo be kept in mind, was made by him when opinwn to
dealing with a Railway case, but there is little doubt that it beZellonsd
was meant to be of general application. The pronounce-
ment was that if the Government of India wished to act
contrary to a decision or an opinion which the Secretary
of Btate had already expressed, they could not doso without
his express sanction.
* 78. Another most important phase of audit work, is the Extiavagan
detection of extravagance. In this respect Government "
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relies very largely on the controlling officers, for it is their
duty to determine whether purchases are made at fair rates
or whether a journey performed by a subordinate officer
is necessary and is completed with due expedition. But
the audit officer is not wholly absolved from a share in
the responsibility ~As regards rates his share is restricted
to considering whether they are extravagant. As regards
Public Works expenditure he is told (in Public Works
Department Code, paragraph 360) that, while avoiding any
assumption of control, he must bring to the notice of the
administrative officers of the department all transactions
appearing in the accounts which appear to indicate irregu-
larity or want of attention to economical considerations

There can be no doubt as to the wisdom of the distinction
of the duties of the two classes of officers as regards rates.
For the controlling officer, with his intimate kifowledge of
the details of the work in question, must be in a far better
position than the audit officer to determine fair rates At
the same time it is necessary that the audit officer should
not be wholly absolved from responsibility in this important
branch of audit work.

79 The procedure which he is ordered to adopt, if he
considers Public Works expenditure to be extravagant, has
now been presoribed for adoption generally The audit
officer must report the matter to the controlling authority of
the officer whose expenditure he calls in question. That
officer will investigate the matter and will forward to the
audit officer his opinion whether the expenditure is extrava-
gant or not, with his reasons. If the audit officer is not
satisfied with the explanation, or if he considers that the
action taken in the matter is insufficient, he is at liberty to
report the matter to the next higher authority It is under
stood, however, that no audit officer is to report such a matter
to the Government of India except through the Comptroller
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and Auditor General Such cases under the rules have to be
dealt with exclusively by thehead of the audit office, and
an audit officer cannot order the recovery of the expenditure
except at the request of the proper administrative authority

80 This question of checking extravagancein audit
is probably of principal importance in those accounts offices
such as railway and mulitary offices, which deal with import-
ant workshop and store accounts, but it is probable that
audit work in all offices in India will be more valuable if
more attention be paid to this<branch of audit and less
to the epormous volume of work arising from the applica-
tion in audit of the rules contained in the various codes
concerning amounts drawn by officers of Government in
the shape of pay and allowances.
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CHAPTER 9
The spirit of audit and of interpretotion

81 There is another very important class of orders
to which I must call attention prescribing the spirit in which
the audit officer 18 to carry out his duties I am afraid
that the orders are by no means easy to reconcile But
it is the duty of the audit officer t> reconcile them as
far as he possibly can Thus Article 1635, Civil Account
Code, formerly stated that an Accountant General is bound
to ascertain that rules and orders are exactly obeyed in
every instance and to check every departure from them,
however apparently trifling On the other hand, in the
Public Works Depariment Code (paragraph 1442) there
is arule that an Examiner, while careful to prevent un-
neoessary expense and irregulanty, should not be too precise
in trifing matters which are of no importance to the
finances of the State but which may be made very trouble-
some to those who have to account for them

82. It was felt that the iweral application of the civil
rule would tend to make an audif officer unduly meticulous
This view of the matter has been expressed thus—

“The question arises what is the true purpose of an audit
¢ establishment? Some audit officers seem to think that they
« exist to apply as fully and minutely as possible certain rules
«laid down for their guidance Such a view does not,
“however, envisage the fundamental object of an Audit
“ Department, which is to save the tax payer's money by
* seeing that expenditure is not irregularly and wastefully
“incurred.
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“For such a purpose it is necessary, of course, that
“rules of procedure should be laid down but, if these rules
“ are to be regarded as ends in themselves and not merely as
“ means to an end, the inevitable tendency is for audit officers
“to insist rigidly on relatively petty matters and thus to
“frustrate the real object of their existence For it is clear
“that if a lot of time and trouble is taken up, and frietion
* probably engendered, over expenditure of a very trfling
¢¢ character n regard to which there has been only a very
“technical, as opposed to a substantial, irregularity, the State,
“and therefore the tax payers are losers That 1s, it is better
“often to pass some not fully vegulaiized expenditwmie of
“ perhaps a few annas than to embark on lengthy con-
“troversy 1n respect thereto Further, human capacity being
“what it is, it is certain that undue insistence on petty or
* technical details gives the audit officers less time to investi-
“gate really important cases in which theirintervention is
“ desirable ”

83. In accordance with this view the Secretary of State
has sanctioned the introduction of the following rule which
is to override the rule contained in Article 1635, Civil
Account Code, whenever the two 1ules conflict :—

“(1) An audit officer of or above the rank of Deputy
‘ Accountant General may, in order to save time and trouble
“over very petty sums, waive any audit objection up to
“g limit of Be 1 in each case, and any gazetted officer in
* charge of a section of an audit office may exercise the
“same power up to a limit of annas 4 only >

* Note —If the irregularity 1s one that 1s lkely to recur, the office
“responsible should be told that 1t 18 objectinsble even though no
“ recovery be made *

“ (2) Some items are placed under objections not because
“the whole or any portion of the expenditure is unjustifiable
“in itself, but because it is not exactly covered by rule, or
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‘“the authority for the expenditure is in sufficient, or full
«proof that it has been incurred has not been provided, e.g.,
“ there is an absence of one or more sub-vouchers In such
“oases the head of an audit office as defined in note 2 may
‘““waive an audit objection up to a limit of Rs. 50 in each
“ cage, provided—

% (a) that the expenditure is not of an intrinsically
“ recurring nature ; and

“ (b) where the objection is based on insufficiency
«“of sanction, that he is satisfied that the
“ authority empowered to sanction the expendi=
“ ture would accord sanction if requested ; or

“(¢) where the objection is based on insufficiency of
«proof of payment, that he is of opinion that
“undue trouble would be caused if the submis-
““gion of the full proof of the expenditure
“having been incurred were insisted on, and he
“ sees no reason to doubt that the outlay has
“actually been made *’

Note 1—This power cannot be delegated to any subordmate

officer
Nots 2 —[1t 18 unnecessary to give these details here ]

“(8). In the case of items which have become irrecover-
‘‘able from any cause an audit officer of or above the rank of
‘ Deputy Accountant General may write off an amount not
“ oxceeding Rs. 50 in each case

This gives an Accountant General considerable discre-
tionary powers in waiving objections which he is confident
will be regularized

84. The following procedure then should be adopted in an
audit office. The actual person performing the original audit,
who will be usually a clerk, must apply the rules striotly.
It cannot be expected that the clerks on comparatively low
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pay who perform the detailed audit will have the judg-
ment or breadth of view necessary to exercise the discre-
tionary powers indicated above But once the detailed audit
has been striotly carried out and every infraction of rule
brought to light, it will then be for the competent audit
officer to exercise the discretion vested in him under the
orders quoted above and to determine the cases in which
the objections which might be raised under the strict letter
of the law can be waived

But 1if the objection is of such a nature that it cannot
be waived under the rule quoted above, 1t is then the duty of
the audit officer to press it quietly but firmly. The more
important the objection the more necessary it is to couch
1t in language which shall be courteous and impersonal.

85 The audit officer must remember that his funda- m
mental duty is o assist Government He is entrusted with S0
responsible but unpleasant functions and he must remember
that he does not assist Government if he raises in the minds
of other Government servants the feeling that he is far
more willing to apply strict audit rulesthan to assist 1n other
ways. Whenever, therefore, the Government invites his
assistance he should give it with the utmost willingness and
to the best of his ability Whenever he has to inspect an
office he should not only point out mistakes but also how
they may be rectified and in future avoided He must
educate ae well as mvestigate

86 The discretionary powers which have been vested in
the Auditor General are set forth in Chapter 5, paragraph 44,
above The exact wording of these orders of the Secrefary
of State is important when an attempt is being made to
1ndicate the spirit in which audit should be conduocted.

87 Finally, audit officers should remember that excep- mﬂmi
tional cases may arise in which it is desirable to relax formal® in excep-
ities which they would follow strictly in ordinary cases Thus
in onecaseon retirement an officer went to a far country and
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sent bills for the balance of pay due to him. These bills
were stamped with stamps of that country and the officer
did not endorse on the bills the fact that he wished the
bilis to be made payable to a certain bank although he had
left a letter in which he had expressed the wish that the
amount of his bills should be paid over to that bank. In
view of the special circumstances of the cuse it was held
that endorsement on the bills themselves might have been
dispensed with, and that the value of the requisite Indian
stamps might have been deducted from the bill and the
stamps purchased therewith and affixed. Audit officers must
remember, however, that circumstances must be really excep-
tional before rules are relaxed, and even then the relaxation
must be of formalities rather than of essentials.

88 Considerable experience is mnecessary before an
officer can become expert in interpreting the rules which
he has to apply in audit These are found mainly in a
number of Codes which have been framed hy the crystallisa-
tion of departmental case-law over a long period of yeats
With each new edition out-of-date orders are supposed to be
removed and important orders of permanent interest, which
have been passed since the last edition, introduced, ephemeral
orders being neglected Thus Article 1(5) of the Civil Service
Regulations runs as follows :(—

“ Many orders applying {o particular appointments or
“ to particular individuals are not included in them ; but with
“ this exception the Regulations have been framed so as to
« embody all ordevs still in force affecting the acting allow-
“ ances, the leave and leave allowance:, the pensious, and the
“ travelling allowances of officers, the conditions of whose
“ervice in respect to these matters are not defined by the
“Army and Marine Regulations.* The omission from the
“ Regulations of any order on those matters which is believed

® The practioal effect of the two concluding sentences will be best understood
fiom the paragraphs which follow 89 to 93.
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“ 0 be still in force should be brought to the notice of the
“ Government of India through the proper channel. Until
¢ g0 confirmed, it should be corsidered as not in force®.”

89 It will also be noticed that Indian codes rarely con-
tain any reference to the orders on which they are based.
This has been done deliberately because it is felt that decisions
in audit matters should be based upon the actual words used
in the codes

90 At the same time audit officers are enjoined to follow
the spirit rather than the letter of a rule when these two
appear to conflict Thus it 15 important for them to try to
understand the 1eal intention of the rules which they have
to apply The framing of rules to express an intention
clearly is a difficult matter and if audit officers find that
when, as applied to a paiticular case, the wording of the
rule 1 a code does not seem to bear out the intention of the
rule, it is desirable that they should take steps to bring the
case to notice so that the wording of the rule may be
brought more into accordance with the mtention This is all
the more necessary because many audit officers have to apply
the same rule and some of these may not have the same
intimate knowledge as others of the intention of the autho-
rity, so that it is important that the letter of the rule should
convey its spirit as clearly and as accurately as possible.

91 Again, 1t sometimes happens that two rules seem
to contradict each other when applied to a particular case
and there is no mdication which rule should be applied
In that event if one rule is fundamental and the other is
of less impoitance then the fundamental rule should
prevail Here again, however, for the reasons indicated above
it may be desirable to bring the apparent confliot to notice.

92. In the application of rules to concrete cases an audif
officer may find :—

(1) That the application of tho rule both in letter and

# The practical effeot of the two conoluding sentences will be best understood
from the paragraphs which follow 89 to 98
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sent bills for the balance of pay due to him These bills
were stamped with stamps of that country and the officer
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bilis to be made payable to a certain bank although he had
left & letter in which he had expressed the wish that the
amount of his bills should be paid over to that bank. In
view of the spocial circumstances of the case 1t was held
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“ 40 be still in force should be brought to the notice of the
“ Government of India through the proper channel. Until
“ 80 confirmed, 1t should be considered as uot in force® ”

89 It will also be noticed that Indian codes 1arely con-
tain any reference to the orders on which they are based.
This has been done deliberately because 1t 1s felt that decisions
in audit matters should be based upon the actual words used
1 the codes

90 At the same time audit officers a1e enjoined to follow
the spint rather than the letter of a rule when these two
appear to conflict Thus it is important for them to try to
understand the 1eal intention of the rules which they have
to apply The framing of rules to express an infention
clearly is a difficult matter and if audit officers find that
when, as applied to a parhcular case, the wording of the
rule 1n a code does not seem to bear out the intention of the
rule, 1t is desirable that they should take steps to bring the
case to motice so that the wording of the rule may be
brought more 1nto accordance with the mtention This is all
the more necessary because many audit officers have to apply
the same rule and some of these may not have the same
intimate knowledge as others of the intention of the autho-
rity, so that 1t is important that the letter of the rule should
convey 1ts spirit as clearly and as accurately as possible

91 Agan, 1t somefimes happens that two rules seem
to contradict each other when apphied to a particular case
and there 18 no mdication which rule should be applied
In that event if one rule 1s fundamental and the other 1s
of less mmpoitance then the fundamental rule should
prevail Here again, however, for the reasons indicated above
1t may be desirable to bring the apparent conflict to notice.

92 In the application of rules to concrete cases an andit
officer may find :—

(1) That the application of the rule both in letter and

* The pragtical effect of the two concluding sentences will be best understood
from the paragraphs which follow 89 to 93
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in spirit is clear. In such cases it is for him
to give his decision. If there are special
reasons which in any case render the decision
inequitable it is for the administrative autho-
rities and not for the audit officer to move
in the matter.

(2) That, even though he is confident as to the correct
interpretation of the rules, he may think that
the wording might be improved. In that
event he should give his decision and should
suggest a revision of the code to remove the
apparent discrepancy between the spirit and
the letter of a rule, or between two conflicting
rules.

(3) That there is a real difficulty i interpretation
and that he cannot decide how to apply the
rules to that case In that event he should
refer the matter to the Auditor General for
a decision

93 A young officer may enqure how he s to ascertan
the intention of any rule otherwise than by a careful
terpretation of the words Such intention can be ascer-
tained authoritatively only by reference to the discussions
leading up to the framing of the rule, e, to the files of the
Government of India Such files, of course, are not ordi-
narily accessible to audit officers There is, however, in
every audit office an atmosphere of experience and also
records of cases in which the underlying intention of the
rule has been dscussed Valuable knowledge can be ob-
tained from such experience and records and should be
stored carefully in the minds of audit officers; but it is
necessary towarn them against an uneasy desire to look
beyond the authorised codes when deciding each and every
case An audit officer should not look to find, outside
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regulations, a ruling which shall form an exact precedent for
every case with which he has to deal and, whatever guidance
he may in fact obtain elsewhere, the decsions at which he
ultimately arrives should be such as he 1s prepared to justify
on the regulations as they stand without appealing to external
authority

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

94 Another pownt to remember in mterpreting is that it
is often difficult to ascertain the intention of the sanction-
ing authonty from the terms of the order in which that
sanction is conveyed unless the audit officer has also before
him the letter asking for the samction. It will then be
easy to see what information was before the sanctioming
authority when he conveyed the sanction and that know-
ledge is often of the utmost use m determinng the exact
meaniug of the sanction conveyed

95. Another difficulty arses m the interpretation of
orders from the use of “etc” i such orders The authorty
to whom power is conveyed by such an order may be anxious
to interpret that order m the widest possible sense Such
an 1nterpretation, however. 1s not permissible Etc 1 such
a case means similar cases of a like nature It cannot be
used to cover other instances of a different nature
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CH APTER 10

The structure of Audst Offices

96 Government audit in India 18 conducted in four
classes of offices, vz, the civil offices which audit OCivil,
Public Works and Foiest expenditure, and the railway,
post and telegraph and military offices which audit the
expenditure of those departments respectively

97 Mihtary audit is conducted by the Military Acoounts
Department, while officers of the Indian Finance Depart-
ment man the civil, railway and post and telegraph audit
offices The Comptroller and Auditor General 18 the final
audit authonty in Inda in the mihtary as well as in the
other branches of audit work, but he has no administrative
relationship with the Military Accounts Department, where-
as he is the head, under the Fimance Department of the
Government of India, of the Indian Finance Department

98 As this manual is intended primarily for the use ot
the Indian Finance Department, 1t does not contamn any
details of the work done m military account offices

99 The civil account offices are eleven in number
There 15 one in each province, under Accountants General
i Bengal, Bombay, Madras, Punjab, Umted Pirovinces,
Bihar and Orssa, and Burma, and under Comptrollers in
the Central Provinces and Assam. There is also a Comp-
troller, India Treasuries, who audis the expenditure of the
Government of India, of the minor administrations such as
Coorg and Ajmer-Merwara, and of the tieasuries under
the PForeign Department of the Government of India.
There 15 a separate temporary office called the Audit Office,
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Delhi Province, the need for which arises from the large
expenditure to be incurred in building the new Capital.

100 There are thirteen important railways in India Raiway.
Ten of these belong to the State, of which three are worked
by the State itself and seven by Companies The other
three belong to Companies who also work small lines belong-
ing to the State* The audit work on the railways worked
by the State is conducted entirely by officers of the Indian
Finance Department On the lines worked by Companies
the audit is carried out by the Companies’ officers, but the
interests of the State and of the Company do not always
ocoincide, and so it 18 necessary to have an officer of the
Indian Finance Department with a small office attached to
each railvay to check the audit in certain respects. Thus
there are three offices of Ohuef Examiners of State Railways,
and ten offices of Government Examiners.

Finally there is one office dealing with any specially
large construction work that may be in hand, such as at
present the Sara Bridge There is also the central office of
the Accountant General for Railways

101 The sudit offices under the Accountant General, g.mngh
Post and Telegraphs, number six There are four postal
offices — at Caloutta, Nagpur, Delhi, and Madras—and two
telegraph offices at Calcutta, one for ordinary audit and
one to eheck the telegraph receipts, of which, however, only
a small portion is checked.

102 Finally there is the office of the Examiner, Military Miary
Works, who audits, under the immediate control of the "™
Comptroller General, all the expenditure on Military Works.

108. The Acoountant General for Railways is described Acountant-
as an original audit officer while the Comptroller General Bailwars, an
and the Accountant General, Post and Telegraphs, are not, offcer.
The reason for this is that any order issued by the Railway

#The conneotion of Companies with Indian railways 18 desenbed briefly in para-
%raphs 190 and 101 below.
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But the rules determining which orders the Board can issue
of their own motion, and which only after consultation with
other departments of the Government of India, are very
complicated, and the duty is impased upon the Accountant
General of auditing the sanctions issued by the Railway
Board No such duty is imposed upon the Accountant
General, Post and Telegraphs, or on the Comptroller
General

104 But although the Comptroller and Anditor General
is mot an original audit officer, yet he is the final audit
authority in India, and in any case in which another audit
officer Lolds that the sanction of the Secretary of Btate is
requsite, the Government of India have the right of appea]
to the Comptroller and Auditor General, if they conmder
the view of the original audit officer to be incorrect.

He also checks the work of the audit officers through in-
spections of their offices carried, out by his two civil Deputy
Auditors General The primary duty of these officers is the
inspections of each civil and post and telegraph audit
office and of the office of the Examiner, Military Works
but they also occasionally inspect railway and military
audit Joffices in order to see that the gemeral system of
account and audit is correct But the detailed inspection
of these departmental audit offices is entrusted to depart-
mental inspecting officers who are practically railway and
military Deputy Auditors General

Inasmuch as the Comptroller and Auditor General is not
an original audit officer he has no direct means of knowing
that the sanction of the Secretary of State is asked for
whenever necessary The proper performance of this
important duty can be checked by him only through the
inspections of his Deputy Auditors General. This check,
then, is an important part of their duties

106 In a civil audit office the actual audit work is
carried on in various sections. Bills payable at head-
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quarters are usnally audited before payment: these, then, are
dealt with usually in a separate Pre-audit Department.
Bills paid elsewhere are paid before audit, and come from
the treasuries into the Treasury Audit Department There
are usually separate sections for the audit of cerfain oclasses
of bills, such as those of gazetted officers and of other officers
whom the Local Government permit to be treated like
gazetted officers ; those relating to the Forest Department,
pensions, deposits, military police and marine bills Such
bills, after check with the corresponding entries in the lists
of payments, are sent to those sections for audit All other p
bills are audited in the Treasury Audit Department In
most offices each auditor in that department is responsible
for the audit of all or of some of the bills audited in that
department coming from one or more distriots and for
the compilation of all the bills of those districts whether
audited by him or not. In Lahore, however, the experi-
ment is being tried of having separate sections for the
audit of establishment, travelling allowance and contingent
bills and for compilation. The experiment is an interesting
one, but has not yet been so successful as to warrant the
reversal of the existing procedure 1n other offices.

After audit in the various sections the bills are sent to the
Treasury Audit Department for entry in the Classified Ab-
stract which-is the first step in the compilation of the accounts'

This is unnecessary m Madras, as the treasuries there
submit their accounts 1z the form of the Classified Abstract

106 The officers of the Public Works Department still
pay all bills for work done and submit monthly accounts
to the audit offices These are received and audited in the
Works Audit sections and are then passed on to the Treasury
Audit Department for mcorporation in the Classified
Abstract.

107 All bills and returns are first received in the Postal me
Account or Telegraph Audit section, and are checked with s post and
the cash accountsto see that the correct amounts (debits , .,&'L,

e ?
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or credits) are entered in the latter They are then taken
up for detailed audit and record of audit, with the exception
of certain specified classes of bills such as those of gazetted
officers and works bills, which are sent for audit to special
sections of the audit office Similarly, Money Order and
Bavings Bank returns (which correspond to the ¢Bills and
Deposits’ returns of the civil treasuries) are transferred to
the respective branches of the audit office

A separate Pre-Audit section also exists, as in civil audit
offices, for the disposal of bills payable ai head-quarters

In postal audit, Classified Abstracts are prepared in
the audit office from the accounts and schedules submitted
by the post offices In the Telegraph Department, however,
the accounts are received ready classified in what is known
as ¢ the Primary Abstract.’ .

108. The audit of all expenditure on open lines of rail-
ways is carried out before the expenditure is incurred.
There are separate sections for different olasses of expendi-
ture and the bills on receipt in the office are sent to the
sections concerned for audit  After audit they are entered
into an abstract of Bills Passed From this abstract the
entries are made in the Cash Book and the bills then made
over to the cashier for payment From the Cash Book
the payments are carried 1nto the journal, and thence into
the Capital and Revenue Ledgers, from which the monthly
accounts are prepared

Expenditure on lines under construction, however, is
audited after payment, and the accounts of such expenditure
are compiled in the divisions and sent into the railway
account office for audit and for incerporation into the
accounts

There is also a separate branch of the office for the audif
of the receipts. Here there are three main sections—Coach-
ing, Goods and Booking. The accounts on receipt are sent
into the audit seotion concerned, véz., Goods and Coaching
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and then into the Booking section where the accounts are
finally compiled.

109. In the Military Works Department payments for %ﬂl:v Y
works and for establishment are still made by Assistant ofiee.
Commanding Royal Engineers of districts. The vouchers
of payment are fully pre-audited by the District Accountant
and are then submitted to the Examiner’s office with the
compiled accounts These accounts are audited in the
Examiner’s office in the Account Audit Branch and a
percentage of the vouchers fully checked. This branch also
audits the contingent charges of each district, as i Military
Works the contingent bills are submitted with compiled
accounts,

The establishment and travelling allowance bills, pre-
pared in the disirict offices by the Accountant, are paid
before final audit. Immediately after payment they are
submitted to the Examiner’s office, where they are audited in
the Establishment Audit Branch, and are returned to the
district office for inclusion of the audited figures in the
compiled accounts The Accounts Audit Branch, in passing
the accounts of each district, compares the establishment
payment vouchers with the audited salary and travelling
allowance bills ; over—or under—payments are thus checked
and recorded for adjustment.

The acoounts after audit are passed to the Booking
Branch of the’ office, which collects expenditure by distriots
in the Provincial registers, from which the Revenue and
Expenditure statements are prepared for submission to the
Comptroller and Auditor General for incorporation in the
“General Accounts.

The unit of audit is an auditor and an assistant. Each
acoount audifor deals with three sets of compiled acoounts
and each establishment auditor with seven sets of salary and
travelling allowance bills
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CHAPTER 11
Correspondence

110. Correspondence bulks so largely in the work of an
acoount office that a few hints on this subject may be not
without value—

(1) The advice given in paragraph 84 may be reiterated
that correspondence regarding objections must be
courteous and impersonal

(2) Reminders must be issued at regular intervals if
answers are not received in due course This must
not be treated, however, merely as routine work.
If reasonable time 18 allowed for a reply the receipt
of a reminder is a reflection upon the working of
an office, and, if two or three reminders fail to
elicit a reply, 1t may be presumed that there is
something wrong in the office at fault The head
of that office should then be addressed personally,
and, if that action fails to elicit a reply, the
matter should be reported personally to that
officer’s immediate official superior

(8) In the same way, it 1s not sufficient mnerely to enter
in successive objectionable item statements items
of Public Works expenditure which have to be
placed under objection for want of an estimate
or for some other reason As soon as the delay
becomes so0 serious as to raise a presumption that
it is due to defective work in the office of the
Executive Engineer the matter should be re-
ported by special letter to the Superintending
Engineer or to the Local Government,
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PART Il
A summary of the methods of aundit.

CHAPTER 12
Introductory.

111  ‘lhe bills received in audit offices fall mto the
following categories : —

(1) Those concerning payments to Government
servants, eg, for salaries, travellmg allow-
ances and pensions :

(2) Those made to other outside persons or bodies—
such as payments for contingencies, supplies
and services, grants-in-aid, or for work done

Special branches of audit which will also have to be discussed
briefly are those relating to the check of railway and tele-
graph receipts, workshop and store accounts and, in the
postal account offices, to money order and savings banks
aocounts
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CHAPTER 18
Remuneration of Guzetted Officers and of Fstablishment

7 112 A salary bill is the descriptive name given to
the bill drawn by a gazetted officer or by an officer permit-
ted to draw his salary in that form, while the remuneration
of other Government servants is drawn on establishment
hills.

The essential points in the audit of such bills are to

check—
(a) the title of the officer to the remuneration drawn

by or for him :
(b) in the case of officers whose remuneration is drawn

for them, that they receive such remuneration
Y118, The essential feature of the salary bill is that each
officer is permitted to draw his pay month hy month on a
separate bill A gazetted officer is so called because the
orders intimating any change 1n his posting or status or the
grant of leave to him are contained in the Government
Gazette.

The system of audit adopted for such bills in order to
check the title to the remuneration drawn is as follows :

All payments are recorded in an audit register in which
one page is allotted to each officer The main features of
this register are {wo sets of cages, in one of which is entered
the salary which may be drawn by the officer as varied from
time to time by each order puhlished in the Government
Gazette or otherwise communicated, and in the other are
recorded the amounts drawn by him month by month,
There are subsidiary cages for the record of the :—

(1) Government orders authorising each alteration of
salary.
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(2) Particulars of the officer’s various appointments
or of any leave granted t» him,

(8) Explanations of peculiar payments, which would
include any payments not immediately identi.
fiable by reference to the entry in the salary
column,

(4) Amounts of salary exempted from income tax

(6) Particulars of objections raised

It is apparent that the most important part of the audis
is the record of each entry in the cages for salary permis-
sible. Each alteration must be based on an order published
in the Government Gazette or otherwise communicated, and
the various audit rules have to be applied carefully in deter-
mining the salary permissible in accordance with the orders
passed by Government Every alteration of salary, there-
fore, has to be passed by the gazetted officer in charge of
the section At the same time an intimation is sent to the
officer concerned, and to the officer in charge of the treasury
at which he draws s pay, intimating the amount which he
may draw in accordance with that order of Government

114. The orders passed by Government have first to be % 5“"
checked by the audit office 1 order to see that they are
admissible. In some provinces it is the custom for Govern-
ment to send the orders in draft to the audit office so that
they may be checked before issue The main portion of
this check is carried out by means of the scale register in
which is recorded the number of posts sanctioned in each
grade of the service and the officers on duty month by month
in each grade The entries in this register have to be revised
whenever an event ocours which takes an officer out of, or
brings him into, the scales, as for instance death, retirement,
dismissal, resignation and departure onand return from
foreign servioe, leave or deputation
)¢ 115 Finally a history of servioes is’ maintained for Bistery of

each gazetted officer in which is recorded his station, sub-

-
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stantive and officiating appointments, dates of alterations of
appointment and all leave except privilege leave granted to
him. On this record are based all calculations of leave and
pension admissible

~+- 116, The system of audit adopted for establishment bills
is different The unit here is not the officer but the section
of the office in which he is working In the establishment
register, therefore, the main columns are—

(1) Name of the section and of theappointments
sanctioned therein

(2) The pay of each post in the section
(8) The order of Government prescribing any varia-
tion in the pay of the section

(4) Monthly columns, in which are entered the
amounts drawn for that section momth by
month

This method of audit 1s called sectional, while the method
of audit apphed to the bills of gazetted officers is called
nominal In reality it 18 not strictly sectional 1nasmuch as
the pay sanctioned for each post in the section is shown
separately. If the audit were purely sectional there would
merely be a record of the number of appointments in that
section and total pay sanctioned This variation from strict
sectional audit is necessitated by the rule that an officer is
not permitted to grant to any subordinate a higher pay than
that fixed for the appointment that subordinate is holding,
80 that the pay allotted to each post has to be entered in the
register in order that the audit office may check that this
rule is duly observed To describe the actual entries which
have to be made in the columns for amounts drawn, and the
reasons for making each olass of entry, would be to enter
into an amount of detail which would be out of place in a
manual of this deseription.
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The experiment is now being made in some sudit
offices of auditing in full detail 50 per cent. of the establish-
nent bills each month, precautions being taken to ensure
that the ill of no establishment escapes detailed audit over
a long period

¥~117 The bill form in which a gazetted officer draws his Selaay snd
salary needs little desciiption The essental details are the ment
same as those contained mn the authority (called the pay-slip)

issued to him by the audit office.

The mair columns in the establishment bills are those
in which are entered the name of each section and of each
incumbent of a post, the name of each post in that section
and a column in which 1s recorded, in separate entrmes, the
pay, the acting allowances and the leave allowances drawn
by each incumbent There are subsidiary columns for pay,
ete, held over for future payments, fines, other fund deduc-
tions and income tax The officer sigming the bill has to
record certain certificates that salaries previously drawn have
been disbursed and receipts taken (audit has to be satisfied
with this as constituting check (b) referred to n paragraph
112 above), that any leave granted has been admissible, that
all appointments and promotions have been recorded in
the service books and that an absentee statement accom-
panies the bill, or that no person on superior service has
been absent on deputation or suspension or on leave This
absentee statement is a most important part of the estab-
lishment bill. In it are shown the name and designation of
each absentee, his pay, the nature of absentee allowance
permissible, the name, designation and pay of the acting
officer, and the acting allowance permussible

118 These are the main documents to which the audit
officer has to apply the rules as contained in the Civil
Service Regulations and other authorised codes witk regard
to the permissibility of leave and allowances Only a very
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brief summary of the more important general rules can be
given here

119 Officers for the purpose of leave are divided into
two services—European and Indian. Generally it may be
said that gazetted officers come under the European Service
Leave Rules if they belong fo a service in which it is indis-
pensable that a considerable proportion should be of European
nationality There are some services, however, in which
the senior officers are given the benefit of the European
Service Leave Rules, while the junior officers come under
those relating to Indian Services

A summary of the European and Indian Service Leave
Rules is given below. The various kinds of leave are privi-
lege leave, furlough with or without medical certificate,
leave on special private affairs (hereinafter called special
leave), extraordinary leave, and subsidiary leave.

Privilege leave may be prefixed to other leave, on condi-
tion that the total leave is not less than 6 months, and not
more than—

(@) 6 months if special leave be added to it~
(b) 2 years if furlough be added.

(a) and (5) do not apply, however, if the leave be ex-
tended on medical certificate.

Prmlcye leave —An officer earns privilege leave fo the
extent of ; th of time on duty without interruption
Privilege leave taken is not interruption of duty but does
not qualify for further privilege leave. An officer cannot
earn or take on one occasion more than 8 months’ privilege
leave. If taken alone, the leave may be granted 6 months
after return from privilege leave and 11 months affer
return from other leave, If taken in combination with other
forms of leave, the limitations referred to in the preceding
sentence do not apply. An officer draws full salary while on
privilege leave, and local allowances if there be no locum
fenens to whom such allowances are payable. ’
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As regards other leave, a distinction must be drawn
between the officers coming under the Euiopean, and those
coming under the Indian Seivice Leave Rules

European Service Leave Rules

The maximum amount of furlough and of special leave
with allowances admissible to an officer other than a member
of the_Indian Civil Service and a military officer, is mix
years

Furiough —An officer earns such leave to the extent of
{th of his active service ‘the amount due to him at any
time is the amount “earned ” less furlough and special
leave with allowances previously taken

But some officers pass from the Indian to the European
Leave Rules In their case the amount due is 3th of active
service under Indian Leave Rules less furlough or special
leave previously taken Leave on medical certificate does not
reckon as service qualifying for furlough or as furlough
taken, but it enters into the ealculation of turlough due
[Article 305 (a) (1), Civil Service Regulations]

Furlough for not more than 2 yeais may be granted to an
officer who hasrendered 3 years’ continuous service .
(a) On medical certificate unconditionally
(b) Without medical certificate provided —

(s) that the furlough be due,

(i) that he has rendered not less than 8 years’
active service ;

(¢#45) that not less than 18 months have elapsed since
his return from prvilege leave of over ax
weeks' duration, or from combined leave whivh
does not interrupt continuous service (Article
99, Oivil Service Regulations) if the privilege
leave portion of that leave was over 6 weeks
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(w) that the total number of officers absent on
furlough and special leave does not exceed the
limit, if any, fized by the Government of
India

[There are also rules to determine the priority of claim
if proviso (sv) applies.]

To an officer who has not rendered 8 years’ continuous
service furlough may be granted on medical certificate as
follows :—

(@) if the furlough due exceeds a year—to the extent
due not exceeding 2 years ;
(b) otherwise—for not more than 1 year.

Furlough may be extended, but the rules on this subject

need not be detailed here

For the purpose of calculating leave allowances furlough
is divided info “ordinary ” and ‘* other” Any leave due up
to a maximum of 2 years on each occasion is treated as
“ ordinary, * and for this the leave allowance is half average
salary subject to certain maxima and minima

For “ other ” furlough the leave allowance is £480 a year
paid at home or Rs 400 a month paid in India, or in either
case 1 of average salary, whichever is less, but subjeot to
certain minima 1f granted on medical certificate or on
account of ill-health.

Special leave may be granted at any time for not more
than 6 months at 1ntervals of not less than 6 years’ active
service. If an officer who has already teken special leave
under the Indian Service Leave Rules, afterwards comes
under the European Service Leave Rules, he can again take
special leave without regard to this limit. For the first 6
months the leave allowance is the same as for ordinary fur-
lough. Thereafter the leave is without pay.

Subsidiary leave is not sufficiently important to warrant
detailed description.
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Ertraordimary leave without pay may be granted when
10 other kind of leave is admissible.

Indian Service Leave Rules.

Leane on medical certificate may be granted for 3 years
in all, but not for more than 2 years at a time, and not out
of India more than twice

Special leave for 6 months may be granted to an officer
who has not had furlough and may be repeated after intervals
of 6 years.

Furlough may be granted as follows :—

(15 The aggregate amount of furlough and special leave
admissible is 2 years

(2) Service for furlough counts from date of return
from last special leave.

(3) 18 months must elapse after the expiry of any
leave containing over 6 weeks’ privilege leave

(4) Subject to these conditions, not more than 1 year
may be granted after 10 years’ service or not
more than 2 years after 18, and thereafter the
balance, until the limit in (1) is reached, at inter-
vals of not less than 8 years.

Leave allowances.

(a) On medical certificate—half average salary for the
first 15 months of each period, but not for more
than 80 months in all: for the remainder }th
average salary.

(5) On furlough or special leave—half average salary.

Half and quarter average salary are subjeot to certain
maxima and minima.

(¢) Leave without allowance may be granted as 'under
the European Service Leave Rules

It is hoped that all these leave rules will shortly be
simplified.
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120, The fundamental basis of an officer’s allowance is
his pay, that is the amount fixed as the pay of the post he
holds substantively. Those officers in India, however,
who are not on a time-scale often receive additions to
their pay in the shape of acting or charge allowances
and the word “salary ” is used to denote the sum of pay
and acting or charge allowances. In the Audit Resolution,
however, the wider term *remuneration” is used and
that word mcludes, besides monthly substantive pay or
salary, all payments to officers from general revenues or
from local funds administered by Government with certain
exceptions of which the most important are local allowances
granted on account of the unhealthiness or expensiveness of
particular localities (called * compensatory local allowance ),
exchange compensation allowance, travelling or conveyance
allowances, house rent allowances or grant of free quarters,
and non-recurring honoraria.

“ Aoting allowance” is the allowance given, in addition to

* substantive pay (if any), to an officer who is appomnted to
officiate in an appointment of which the holder is an absentee
or which happens to be vacant

If an officer is transferred to duty which is such that he

*ppolntment otains no conneotion with his own appeintment and which

there is reason to believe will not terminate within three
years, the Local Government may, if it thinks fit, suspend
his lien upon his own appointment altogether, and fill up
that appointment substantively, reserving only the right to
reverse the arrangements thus made in case the absent
officer at any time reverts to his original appointment Such
an appointment is called a provisional appointment

Sub. proten  An officer may be appointed substantively pro fempore
sppomtment. . 411 pay, without prejudice to the lien of the absentee, in

place of—
(1) an absentee who draws no part of the pay of his
appointment ;
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(2) an officer holding a temporary appointment or on
deputation, if the temporary appointment or
deputation is for six months or more

The full pay of an officer thus appointed substantively
for a time may, in like manner and upon the same condi-
tion, be given to a substitute similarly appointed.

It is important to remember that thestatus of an officer
appointed substantively pro fempore is that of an acting
officer

121. The ordinary rule with regard to acting allowance Astng
is that it shall be one-fifth of the pay of the appointment or allowance,
grade in which the officer is acting In the case of the Indian
Civil Service and other special services this rule applies but
the acting allowance may not be less than—

(8) two-thirds of the difference between the pay of the
appointment or grade and the pay of the officiat-
ing officer ;

(¢) or, subject to the limit of maximum salary (ie,
the pay of the appomntment in which the officer
18 officiating), Rs 200

There is also a very important proviso as regards the
salary of an officer officiating in an appointment the pay of
which is less than Rs 100 In that case the absentee’s
allowance must not exceed the difference between the pay
of the absentee and the sum of the acting allowances paid
in consequence of the ahsence, except when, in the resultant
acting arrangements, an officer who has no substantive
appointment is given more than half the pay of the appoint-
ment in which he acts ; 1n which case the excess over half
pay granted to him may, at the discretion of the Local
Government, be disregarded in calculating the sum available
for the leave allowance of the absentee and the acting allow-
anoes paid in consequence of his absence.
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This proviso is not enforced in the case of officers 1n
superior® service on privilege leave.

There are, of course, other rules with regard to officers of
particular services which cannot be mentioned in a brief
summary such as this, and reference must be made to the
detailed rulesin the codes.

122. An important set of rules is that connected with
the acceptance by Government servants of honoraria The
general principle has been laid down that the whole fime of
a publio officer must be held to be paid for by the Btate, and
he may be employed in any manner required by proper
authority within his own branch of duty, without claim for
additional remuneration, whether the services rendered are
such as would ordinarily be paid from General Revenues or
from a Local Fund.

All Municipalities and Funds administered under a Local
Government, inclusive of Port Trust Funds and Wards’
Estates, are entitled to the gratuitous advice and services
of officers of the Public Works Department, and of all
Government medical, sanitary and educational officers when-
ever these oan, in the opinion of the Local Government, be
given without detriment to the public service.

An honorarium may be granted to an officer from General
Revenues or from Local Funds when the head of his depart-
ment certifies that the work is special and outside the ordi-
nary course of the officer’s duties and that it does not inter-
fere with the discharge of those duties.

Any officer may receive a fee from a private person or-
private body, or a public hody whose funds are not adminis-
tered by the Government for work done for it : provided—

(1) he has undertaken the work with the knowledge and
sanction in writing of the head of his department :

* Por a defimtion of superior service see parsgraph 135 below.



AN INTRODUCTION TO INDIAN GOVERNMENT AUDIT 99

(2) that the head of the department certifies that it
can be carried out without detriment to his
official duties ; and

(8) that the acceptance of a fee and the amount of
the fee are approved by proper authority.

e
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CHAPTER 14.

Travelling allowance.

ﬂ'i"..i.’f_“" 123. The main points which have to be attended to in
the audit of travelling allowance bills are .—

(1) that the journey was actually performed ;

(2) that it was necessary ;

(8) that it was performed as expeditiously as possible ;
(4) that no bill has been submitted for it before ;

(6) that the amount drawn is correct i

Rule (5) mvolves a check of distances in those cases in
which the travelling allowance depends upon the distance
travelled.

EFP;:& - 124 Now it is evident that points (1) to (3) are much

Cntrolln;  the more important and that the audit officer at the capital

Offces of the province has no opportunity of checking these pomnts
adequately. The duty of applying these checks, therefore,
i3 imposed upon the controlling officer who is either the Col-
lector or a superior departmental officer

The choosing of the controlling officer in respect of each
office is & matter of importance, and Local Governments
realise the necessity of choosing as a controlling officer that
responsible authority who 18 1n the best position to exercise
a proper check under these three heads

Towdiyla't 195 The rule that a daily allowance may not be drawn
for more than ten days of a halt at once at one place is
framed to ensure due expedition in a journey and because
expenses asually decrease as the length of a halt increases,
Controlling officers are not as a body given any power to
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modify this rule General exemptions have to be sanctioned
by the Local Government ; while selected officers are given
the power of granting exemptions in respect of individual
journeys.

126. The duty of check of distances is entrusted both to Cheek of
the controlling officer and to the audit officer This dual =
check 1mvolves much duplication of work and can be justified
only if it be essential But it is found that, even if they
take the greatest pains, the check which audit officers can
exercise is often unsatisfactory, because 1t 18 1mpossible for
them to know the actual distance of a journey, say, between
two small villages in a district many miles away from head-
quarters  Controlling executive officers must he better able
to check distances 1n such cases and the only justification for
the dual check must be the fear that controlling officers do
not always exercise a proper check on their own account.
Those controlling officers who wish to be reheved of this
duty argue that this 1s a matter of detarl with which they
ought to have no concern, but the reply to this argument is
that they are the only authonties who can exercise the check
satisfactorily if they will

127 Demands for travelling allowance are subnutted on gl forms,
bills which are drawn up 1 such a way as to give all the
information necessary to ensure the proper check of the bill.
Thus they show the name of the officer, his head-quarters,
the purpose of the journey, the date of the journey, the route
by which it is performed, the distance travelled by road
(whenever it is necessary to enter fhat), railway fare,
steamer passage money, number of days halted These bills
are submitted in the first place to the controlling officer
Some controlling officers supplement the entry in the column
for the ¢ purpose of journey *’ by requiring diaries or journals
to be submitted by officers indicating what those officers
have done during each tour. The controlling officer, having



Clasmfication
of Officers.

Daly
allowance

102 AN INTRODUCTION TO INDIAN GOVERNMENT AUDIT,

countersigned the bill as a token of his check, returns if,
and the officer who performed the journey then obtains pay-
ment of the bill at the treasury.

128 On receipt in the audit office the bill is audited
either by the district auditor or in some cases in a separate
seotion which deals solely with travelling allowance bills,
Check No 4, i.e,to see that the bill is not drawn twice for
the same journey, is applied by means of a register in which
bills drawn by the same officer or by the same establishment
are entered in sufficient detail to render this check possible

The experiment is now being made of auditing each
month in full detail 50 per cent. only of the travelling allow-
ance bills of third and fourth class officers

129. For the purpose of travelling allowance rules offi-
cers are divided into four classes.

The main criterion for classification is the pay or maxi-
mum pay of the appointment in which the officer is doing
duty Where this exceeds Rs 500, the officer comes into
class I, above Rs 100 into class II. The fourth class com-
prises all officers in inferior service, while the third class in-
cludes the remainder

Officers of certain departments, however, are considered
to bein class I or II, respectively, for the purpose of travel-
ling allowance even although their pay or maximum pay
may not, for the time being, exceed Rs 500 or Rs. 100, res-
pectively.

180. The main irem o travelling allowance is the daily
allowance, ¢.c., the amount which an officer draws each day
thatheis travelling more than 5 miles from his head-quarters.

An officer is allowed to draw mileage, however, instead of
daily allowance when he travels more than 20 miles by road,
and when he travels by road in continuation of a rail or
steamer journey
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‘When travelling by railway an officer is entitled for the Rdl snd
journey, instead of daily allowance, to double the fare of the fam
classin which heis permitted to travel, which varies according
to the class into which he falls for the purpose of travelling
allowance An officer travelling by steamer is allowed, in-
stead of daily allowance, the actual amount of passage money
paid for himself and for a certain number of servants, but
table money is deducted from officers in class I  The class of
accommodation permissible on steamers alSo varies according
to the class into which the officer comes for travelling
allowance.

For each class of officer there is & separate rate of daily
allowance and of mileage In certain localities these rates
are increased while special officers arealso granted excep-
tional rates

An officer who is provided with means of locomotion at Bates when,
the expense of State or by Local Fundsmay draw half supplm
the travelling allowance ordinarily adwissible, or is subject loomotun
to the deduction from his travelling allowance of such hire,

as may be determined by rule

Some officers have to do a considerable amount of travel- };ommt
ling every year and in such cases permanent monthly allow- allowante,
ances are granted in lieu of all other travelling allowances for
journeys within an officer’s circle of duty Such allowances
are given all the year round whether the officers are on tour
or not. The Government of India have lately expressed their
approval of the extension of this method of granting travel-
ling allowance to any class of officers who may be considered
by Local Governments to be performing duties which would
justify the grant of such allowances.

Another modification of this formof travelling allowance Conveyanse

allowance

is the conveyance allowance granted to officers who have a
large amount of travelling at or within a short distance from
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head-quarters, for which travelling allowance is ordinarily
inadmissible.
Jounopon  For journeys oun transfers the rates of travelling allow-
"  anoe ordinarily admissible are the same as for other jour-
neys.

It has long been felt that these rates are inadequate in
the case of transfers, and the Secretary of State has now
been asked to sanction the grant, 1n addition to double rail,
or single steamer, fare of free transport of —

(@) Personal effects up to a maximum of 40, 20, and
10 maunds (for 1st, 2nd, and 3rd class officers,
respectively)

(0) Tents when not provided by Government (subject
to certain maximum scales)

(c) Horses (two 1or a 1st class, and one for a 2nd class
officer) when the officer’s duties involve touring
or simlar work necessitating his keeping his own
horses and the transfer 18 for a distance exceed-
ing 80 miles

Treatment of  Under the rules of the Civil Service Regulations travel-

oy ling allowance is rarely granted in respect of families The

of travelhng ypin exception is in the oase of a non-gazetted officer who is
transferred under the following conditions :—

(o) His salary after transfer does not exceed Rs, 400
a month ;

(b) the distance exceeds 200 miles ; and
(¢) the transfer is for a period exceeding three months.
In such a case the non-gazetted officer is also granted

up to a certain limit the cost of carriage of the personal
effects.

181. No attempt of course can be made in such a brief
summary as this to give any idea of the various detailed
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rules to be found in the 269 sections of the Civil Service
Regulations which deal with travelling allowance.

It is desirable, however, to comment on the rule which The theory

says that *travelling allowance is given to an officer to :flmms
« cover the actual travelling expenses incurred by him in ™"
“ travelling in the interests of the public service. It is a
“ fundamental principle that the allowance 18 not to be a
“ gource of profit, and save as specially provided in these re-
“ gulations, no allowances are granted to meet the expenses
¢ of families of officers accompanying them when travelling
“ on duty.”

The first sentenco of this rule is not meant to be applied Iosppluate
in audit since the expense of journeys varies so enormously
in different parts of India, and under different conditions in
the same area, that it is impossible to fix rules which shall
grant to an officer the actual espenses incurred by him
on each journey he undertakes. The object of Government
in fixing these rules has been to attempt, as far as possible,
to give each officer for the travelling he hasto perform
such allowances as shall meet the expenditure which he has
to incur on his journeys asa whole The other 268 rules
give in detail theallowances permissible in various circum-
stances and it 18 those rules which have to be apphed and
not this general principle.

132 No general set of rules can be framed which wall
meet all cases Even if an officer were permitted to bill for
actual expenses incurred, the difficulty would not be solved.
For the travelling usually necessitates the permanent up-
keep of means of conveyance for the officer and often of
that for his baggage as well, and in sucha case it would be
impossible for the officer to distribute over a series of jour-
neys this permanent expenditure The question would also .
arise as to what were reasonable actual expenses. It is the
numerous speocial rules necessitated by these varying con-
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ditions which make audit of travelling allowances so difficult
and here again, as in all other audit work, it is necessary to
remind audit officers that when applying code rules the code
itself must constantly be referred to. These brief summaries
are not meant to take the place of a detailed study of the
rules themselves, but to be merely the introduction to such a
study
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CHAPTER 15.
Pensions.

183 The essential points of the audit of pensions are
to ensure :—
(a) that the retiring officer 18 entitled to the pension
he claims ;
(b) that a pensioner is entitled to the penmsion he
draws
Both these points are checked in the audit office
134 The title to the pension claimed is checked in the
following manner :—

Shortly hefore a non-gazetted officer is due fo retire he fﬁm
must submit to the authority, whose duty it would be to fill
up his appointment, his service-book and a statement of his
services. If1s then the duty of that officer to check this
record as far as posstbla and to submit it to the audit officer
for comparison with the recordsin his office The main
source of comparison in the audit office is the annual list of
pensionable establishments which has to be submitted by
every head of an office to the audit office where it is checked
with the sanctions recorded in the audit register This
preliminary verification is made in order to facilitate the
check of the formal application which has to be made when
an officer retires, so that there may be as little delay as
possible in granting the pension, and to ensure that no
officer inadvertently refires before he is entitled fo a pen-
sion

It is unnecessary for a gazetted officer to submit any
preliminary statement for verification or any detailed List
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of his service with his formal application inasmuch as full
details are entered in the history of services, for the prepara-
jon of which the audit office is responsible,

185 The main check in, the audit office is to see that
the service rendered qualified for pension. For that to be
the case the following conditions must be fulfilled.

The service must be under, and paid by, Government
and the employment must be substantive and permanent.
It is open to a Local Government to rulethat any service
or class of officer serving under it does not qualify for
pension,

Qualifying service may be either  superior* or *inferior’
Bervice on pay not exceeding Rs 10 a month, and service
in any office which has been graded as inferior by the rule
or practice of the Local Government, is infemor service
All other service is superior service Except for compensa-
tion gratuity, an officer’s service does not, in the case of
superior service, quahfy till he has completed twenty years
of age Servicein the Police qualifies after the age of
eighteen if pay on retirement does not exceed Rs 20 per
mensem.

In certain cases service qualifying for pension may be
forferted Resignation of the public service, or removal
from it for misconduct, insolvency, inefficiency not due to
age, or (in certamn cases) failure to pass a preseribed
examination entails forfeiture of past service

An interruption in the service of an officer entails
forfeiture of his past service, except mn certain cases of
which the most important are :

(a) authorised leave of absence :

(b) unauthorised absence in continuation of authorised
leave of absence so long as the office of the
absentee is not substantively filled :
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(¢) suspension immediately followed by reinstatement
which need not be to the same office :
() abolition of office or loss of appointment owing to
) reduction of establishment

{136 When the amount of qualifying service has been
ascertained, those rules have to be applied which determine
whether the officer is entitled to a pension and if so the
amount permissible. The general rules, which do not apply
to members of the Indian Civil Service and of certain other
services, may be summarised as follows.

An officer 1 superior service may retire when he has Summary
completed 30 years' pensionable service e may retire at Jrmmenas
55 and must doso unless Government grant an extension o‘;“l;‘:;:w
No extension is generally granted after 60. He may also
retire on medical certificate at any age. Time spent on leave
with allowances counts as service as follows :—

HE COUNTS A8 SERVICE A PERIOD OF LEAVE
If the total sex1vice
18 not less than Out of India In India
not not
exceeding excoeding
Years : Yeas. Years,
15 1 1
20 I 2 1
25 3 1
80 4 2
35 5 2

The amount of a pension is regulated as follows —
(1) for service less than 10 years, a gratuity not
exceeding 1 month’s emoluments for each com-
pleted year of service ;

(2) for 10 to 24 years’ service e%th of average emolu-
ments, subject fo a maximum of Rs 200, for
each year of service;
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(8) for 25 to 30 years' service, 4 average emoluments
subject to & maximum of Rs 5,000 a year
Officers who have filled certain posts may obtain an extra
pension of Rs 1,000 a year provided they have 8 years'
effective service in such posts and have shown such special
energy and efficiency as are deserving of the concession.
Average emoluments are calculated on those of the last
three years of pensionable service.
Pensions paid in England are converted at the rate of 1s
9d the rupee
For inferior service after not less than 80 years' service,
pension is allowable at the rate of half the pay drawn at
retirement, or Bs 4 per mensem, whichever is less. A few
servants are allowed higher rates than Rs. 4, but none above
Rs 10 a month.
Ponsions are calculated to the nearest anna
:;tmzm 137. No pension can be sanctioned (except in the case o
. certain classes of Police subordinates) until the audit office
has stated that the amount which it is contemplated to
sanction is permismble under rule A copy of the order of
sanction is then forwarded to the audit officer who verified
the service so that he may check whether the pension granted
is permissible. The audit officer then issues duplicate
pension payment orders, one to the pensioner himself and the
other to the Treasury Officer in charge of the treasury at
which the pensioner wishes to take payment
Methol o § 188 Pensions are paid at treasuries, and every payment
pyment  has to be entered by the Treasury Officer on both copies of
the pension payment order. At the same time he takes the
Ldentifioataon TeCEIPt from the pensioner and checks the identifying marks
of pensioner. gnq the signature, or the thumb impression, with those
recorded on the original order  Some pensioners are permitted
to draw pension without personal application, but in such
cases they have to forward life certificates with their receipts
and also have to attend once a year for identification
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This identification of the person drawing the pension
with the person to whom the pension was granted is, of
course, the essential audit check and here again the audit
office has to rely upon another authority for the due per-
formance of the check.

139, The duty of the audit of pension payment in the Auditin
andit office is simple in the extreme, inasmuch as all that oo, ce
the audit office can do is to see that the amount drawn ig PPyments:
not greater than the amount sanotioned and that it is not

drawn twice for the same month.



112

CHAPTER 16
Oontingent Expenditure

/ 140. Under this heading civil accounts group a number
of payments of the most varying description. In fact
under this category are included all payments made by
civil officers to people not in Government service, if they do
not fall under the heads Deposits, Remittance Transfer
Receipts, or Supply Bills It is, then, a little startling at
first sight to find the general rule laid down that, subject to
any orders of the Local Government or controlling authority,
an officer is allowed to draw money from the treasury for
contingent expenses incurred on the public service within
the amount allotted to him in his budget estimates or
otherwise For ordinary expenses previous sanction is not
required. It is for the Local Government to define the
nature and limit of charges—

(«) which may be incurred without previous sanction,
and
(5) which require the previous sanction—
(i) of any controlling officer,
(ii) of itself
There is, however, one important proviso, viz., that fixed
allowances for contingent expenses which are drawn regularly
irrespective of the actual expenditmie incurred in any month,
are not subject to any of the rules relating to contingent
expenditure
The consequence is that a very large number of rules have
had to bepromulgated by the Government of India and
by the various Local Governments limiting the power of
officers to incur contingent expenditure. The former are
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contained in the Civil Account and other Codes issued
under the authority of the Goverament of India. The
latter are scattered throughout various deparimental
manuals, but are usually brought together i the manuals
relating to the work of the various sections of aundit offices

¢" 141. The main check over contingent expenditure is Olamsification
performed by the controlling authorities and at one time :f.:om'-'
almost every item of contingent expenditure had to be
countersigned But now in nearly all provinces the follow-
ing classes are to be found, viz..—

(@) Contract contingencies; those in respect of which
Government have entered into a contract with
disbursing officers that they shall be given a free
hand provided they do notexceed the contract
grant;

(8) Audited contingencies; expenditure on which
may be mourred subjeoct to certain rates which
have been preseribed by Government ;

(c) Special contingencies ; which require special sanc-
tion of superior authority ;

(d) Countersigned contingencies; expenditure on
which has to be accepted by superior author-
ity, which acceptance is intimated to the
account office by the submission of separate
detailed countersigned bills under the pro-

_ cedure laid down in the Civil Account Code

142. This subject of contingent audit is a difficult one
to deal with, because the classification of contingent expen-
diture varies consderably in the different offices, and
because the chapter on Contingencies in the first volume of
the Civil Account Code gives a very inacourate conception
of the prevalence of the countersigning system.

In some provinees probably as many items of contingent
expenditure as possible have been brought into clases (a)
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to (c). In other provinces it is possible that the number
of items of contingent expenditure in those three classes
could be increased with advantage.

Permment / 143 Nearly all disbursing officers have permanent ad-

sérense.  vances, that is, a sum of money placed at their disposal to
meet immediate needs Such permanent advances corres-
pond to an ordmary person’s pocket-money. As far as pos-
sible all contingent expenditure 1s met from this permanent
advance and whenever the advanoe requires to be reple-
hished the disbursing officer has to submut bills to the
Treasury indicatmg the nature of the expenditure which
has depleted the advance.

Dwlof 7144 Contract contingencies and audited contingencies

;',‘,:"t;?'g. can be drawn direct from the treasury on bills which, though

ouen. not requiring countersignature, have to be supported by
vouchers for expenditure in excess of Rs 10 Items falling
under class (¢) can be drawn on bills which have to be
countersigned before presentation at the treasury The bills
for expenditure on items falling under class (d) are pre-
sented first of all in abstract at the treasury in order to
replenish the advance, and subsequently detailed bills with
all the vouchers attached are submitted to the countersign-
ing anthority for countersignature and for submission to the
audit office with vouchers exceeding Rs 100. The audit
office holds all amounts drawn on abstract bills under
teohnical objection until all the vouchers and the counter-
signature of the controlling authority have been received
in support of the expenditure.

Duimof ' 145. Tt is the duty of a countersigning officer to see
S 4 that the charges drawn in a contingent bill are of obvious
ofsudt  necessity, and areat fair and reasonable rates ; that previous
sanction for any item requiring it is attached ; that the re-
quisite vouchers are all received and in order, and that the
caloulations are correct ; and specially that the expenditure
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has not exceeded, and is not likely to exceed, the grant
of the particular district under the head concerned. If
expenditure be progressing too rapidly, he should ocom-
municate with the disbursing officer, and insist on its being
checked

7/ 146 It is important here to set forth the different
duties of the controlling authority and of the audit office.

These authorities have to satisfy themselves

Pomts of ohrok Controlling suthority Audit Officer

(1) Vouchers That he has recerved all That he has 1ecerved ull
above Rs. 10 that they above Rs 100 and that
(specially those between they are correct
Rs 10 and Rs. 100) are
correct

(2) Necessty of That 1t was necessmy , That 1t was not of an
expenditure unusual npature or out
side the ordmary course

of admimstration

(3) Rates That 1ates are fair and That theie1s no special
reasonable 1eason to suppose that
the 1ates ale extrava-
gant ¥
(4) Progress of That expenditureis not | That expenditure 18 not
expenditure Iikely to exceed grant | likely to exceed grant.

As to the amount of work imposed upon controlling
authorities under these rules the following quotation may
be made from a letter by an Accountant General :

“In the case of departments, such as Jails, Police, and
¢ Medical, the contingent expenditure includes very large
“gsums under Supplies and Services for feeding of prisonerg
“and patients and the supply of rations, clothing, arms and
“accoutrements to very many thousands of policemen, and

#I£ he has reason to suj vates are extravagant he should act as imdicated in
chapter 8, paragraphs 78 and 79, above 0
I
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“the heads of these departments have practically got subsi-
“ diary audit office establishments under them to enable
“them to exercise a defailed control over this very large
“ expenditure. Countersignature in the ocase of these
« departments at any rate does imply a very large amount
#of detailed check of which the audif office is thereby re~
“ligved.”

7 147. The work of the controlling officer is much more
onerous than that of the audit officer ; it is more difficult
to decide whether expenditure is necessary than whether
it is unusual, and whether rates are reasonable than whether
they are apparently extravagant At the same time the
audit officer also has to determine as far as possible whether
the controlling officer is doing his work adequately, and this
is, perhaps, his most imporfant duty in respect of contin~
gent expenditure

148 Audit in India would probably benefit if more

;‘m“i’:& aftention were paid to the sorutny of contingent expen-

ters
e
Audit

diture and less to the minute examination of establishment
and travelling allowance bills Gazetted officers them-
gelves should scrutinise bills over a certain amount, and a
certain proportion of the other bills as well.

149 Audit dewves little assistance from elaborate re-
gisters in the check of these bills Registers are used for
two purposes : to cheok the progressive expenditure against
the allotment; and to check any expenditure requiring spe-
cial sanction against the order of sanction. The forms used
for these purposes are too simple to require explanation
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CHAPTER 17
Expenditure on Works

150 The extreme importance of this class of expendi- Traportance
ture can be gauged trom the fact that the total expenditure expenditure,
in India in 1912-13 recorded under the major heads refer-
ring to Public Works, Irrigation and Railways amounted
to over 52 crores of rupees, and the larger portion of such
expenditure was on works Tt will not be possible, then, to
do more than touch the fringe of the subject i this
manual

161 There are always more demands on the public ¥eedof
purse than can possibly be met, and therefore the advan- of Fotimates
tages to be derived from compliance with each demand sachos.
have to be weighed agamst the probable cost 1 order to
seleot those on which Government money can be used to
the best advantage. Now the direct cost of a new establish-
ment can be calculated accurately, its indirect cost with
reasonable accuracy : and the cost price of anything to be
purchased as contingent expenditure will be known within
reasonable limits at the time the purchase 1s sanctioned

But’a buildingifor, say, a hospital can  ciected for
one lakh. But 40 lakhs can also be spent on its erection,
Government may be quite wiling to spare one lakh, but
extremely reluctant o spend 40 lakhs.

Thus the Public Works Department Code states in para- %’h!;o ;Ln]e 0
graph 1992 that “It 18 & fundamental rule that the com- =
« mencement of the execution of Public Works shall not he
“ definitely authorised by any authority whatever unless a
* properly detailed design and estimate have been prepared
“ and approved Excepting with regard to certain classes of
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“ petty works for which special rules are provided” (and,
on railways, works falling under ordinary maintenance),
“and in cases of real emergency to be immediately reported
“and explained tothe authorities competent to accord ad-
“ ministrative and technical sanction this injunction may not
¢ be infringed. ”

That the Audit Department has much steady work before
it to enforce the observance of this rule is shown by the fact
that in 1912.13 the amount placed under objection for non-
observance of this rule in the Buildings and Roads and
Irrigation branches was over 10 per cent. of the total works
expenditure of the year in those branches.

162. A work has to be designed so as best to fulfil its
purpose Thus the design has usually to be prepared in
consultation with, and finally to be approved by, the autho-
rities for whom the work 1s to be erected. This approval
is called *administrative sanction.” And, in the rather
clumsy words of the Code, it “relates solely to the finan-
“ cial aspects of the proposals, and to their necessity and
“ guitability having regard to administrative requirements
In other words, the administrative experts have to say—this
work meols our requirements, and we do not consider the
cost, as shown in a preliminary estimate accompanying the
design submitted for administrative sanction, will be extra-
vagant,

Once this is obtained the detailed estimate is prepared
which has to receive the *tachnical sanction” of the Public
Works Department. If, in working out the detailed esti-
mates or during the construction of the work, it is found
necessary to make'any important deviation from the design
to which administrative sanction has been obtained, such
sanotion has also to be obtained to the deviation.

153. Even with the greatest thoughtfulness and accuracy
it is not always possible to foresee everything that will be
required or to frame an estimate which will noi be exceeded
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Therefore we have the rules “ Any development of & pro-
% jeot thought necessary while a work is in progress, which is
* not fairly contingent on the proper executiun of the work
“ as first sanctioned, must be covered by a supplementary
“ estimate, accompanied by a full report of the circumstances
“ which render 1t necessary ” (P. W D Code, paragraph
674.

g “)A revised estimate must be submitted when the sanc-
““tioned estimate is Likely to be exceeded by more than 6 per
‘“cent * (P W D Code, paragraph 675)

But the extra expenditure which has to be covered by a
supplementary or revised estimate is often meurred before
sanction can be obtained to these estimates This nullifies
the value of such estimates and, therefore, we have the
rule “8hould it appear probable that it will be necessary to
“ submit a supplementary or revised estimate, or should mate-

“ rial deviations from the original proposals appea likely,

“ gven although the cost of these may possibly be covered by

* gavings on other items, a report should immediately be sub-
 mitted to the sanctioung authomty explaining briefly the

“ necesaity for the supplementary or revised estimate (or ,g,.1a}
¢ the deviation*) and stating the probable excess ” (P W', sdded

D Code, paragraph 675A )

This rule was introduce+ at the instance of the Secretary
of State, who has devoted great attention of late yeas to
this question of excesses over estimates, and 1ts importance
is manifest.

164 Finally, for all works Completion Reports are pre- Completion
pared—in details of sub-heads when the estimate has been “**™*
exceeded by over 5 per cent and when the expenditure has
been recorded by sub-heads Excesses which have not been
regularised before have to be sanctioned by competent au-
thority on these Completion Reports

155. Works expenditure involves materials and labour Andit of
Materials may be supplied from stores or bought for the g, Exp.ndltun,
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work, or provided by the contractor Store accounts are
dealt with in paragraph 162 and chapter 18 below. Work
may be carried out by daily labour, by piece-work (i.e.,
work paid for at a fixed rate) or by contract The last
should be entered into in writing and should contain stipu-
lations as to the quantity of work to be done and the time
within which it is to be completed Most contract work is
carried out by petty contractors who cannot wait for lump
sum paywents and are therefore paid periodically according
to work done up to date. Thus, whether work 1s paid for by
contract or at piece rates, prompt measurement 1s essential,
and of course, measurement of work done is the most essen-
tial check in the audit of works expenditure This check 1s
conducted entirely by the executive It would be im-
possible for audit to take any part unless they had a staff
of measurers in every division in India to make the ori-
ginal measurements, or a staff in each province to tour
throughout it checking measurements The sole check over
these imitial measurements 1s exercised by the Executive
or Buperintending Engineer whose expert knowledge enables
him to detect any very gross over-measurement on inspection
of the building and comparison with the Completion Report
which indicates the work paid for

156. But executive authorities do not always realise the
extreme importance of accurate measurement There is
always a rush of expenditure in March, the last month of
the financial year, and cases have occurred in which pay-
ments have been made on measurement reports submitted
by subordinates whose journals, in which they record work
done day by day, indicate that, on the day on which the
measurement were alleged to have been made, they were
miles away from the site of the work Such measurement
reports can have little value, and, if audit detects such cases
at inspections, prompt notice should be taken of them.
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157, Audit of Public Works expenditure falls under Andit.
three heads :—

(o) audit in the central office ;

(6) audit by the Accountant in the divisional office ,
and

(c) test-audit at the annual inspection of the divi-
sional office

158. The audit of work expenditure in the central office Central
is, in the words of the Code (pardgraph 1446), conducted with
reference to—

(1) the sufficiency of the authorty for incurring the
expenditure :

(2) the proprety of the charge as against the works
and services to which allocated :

(8) the reasonableness of the charge: and
(4) the proof of payment to the correct individual

(A) The first check consists in seeing that an estimate
sanctioned by competent authority exists for each work. and
that funds have been specifically allotted for 1t, before any
expenditure is 1ncurred 1n its execution For this purpose
the authorities sanctioning estimates and appropriations send
returns periodically (usually monthly) to the audit office
showing the sanctions accorded These returns are first
checked to see that the sanotioning officers are acting within
their powers and they are then posted in a simple form of
audit register. The expenditure ncurred on each work
month after month is then posted against the sanction when

e monthly accounts are received and a comparison is made
between the sanction and the total expenditure Excesses
over estimates or appropriations are placed under objection
until the necessary sanction is accorded.
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(B) The second check consists in the examination of the
charges to ensure that they have been inourred in pursuance
of the precise objects for which the estimate was intended to
provide. This check cannot, however, be exercised to the
full extent in the central office as the details of the estimates,
which define the objects on which expenditure is to be
incurred, are not available there

(C) The third check is descrtbed 1n Chapter 8, paragraphs
78 and 79 above.

(D) The fourth check consists mainly in seeing that a
properly receipted voucher 15 sent for every payment. The
responsibility for making payment to the person entitled to
receive payment is left to the paying officer as in the case of
almost all payments not made by the audit office direct.

(E) Besides these checks the arthmetical calculations in
25 per cent, of the bills are checked in the central office—a
percentage check only being exercised as the Accountant in
the divisional office checks all bills completely.

159 A trained Accountant who forms part of the Ac-
countant General’s establishment is attached to each divie
sional office His main duties are to compile the accounts
and assist the Executive Engineer in all account matters, but
he has also certain audit functions which, though not speoifi-
cally defined anywhere, are tacitly understood 1n practice.
To call the check thus exercised audit is not perhaps entirely
correct as he cannot take any action if the Executive En-
gmeer over-rules him He is, however, expected to advise
the Executive Engineer on these points, and at inspections,
if irregularities are found, he is held responsible unless he
can show that he brought them to the notice of the Executive-
Engineer.

Besides the check on initial accounts, the checks which
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an Accountant exercises may be held to fall under four
classes—

(1) arithmetical check ;
(2) check with estimates;
(8) sub-head audit;

(4) check with contracts.

Points (1) and (2) have already been referred to above.
All bills are arithmetically checked by the Accountant and
he has also fo see that no charges are incurred which are not
provided for in the estimates without proper sanction

(8) This check was exercised in the audit office until 1888
when it was transferred to the divisional office on the recom-
mendation of the Public Works Accounts Committee The
accounts of all major works, ie, original works costing over
Rs 5,000 are recorded by sub-heads, é¢, items of work,
such as brick work The powers of an Executive Engineer
are limited with regard to excesses over sub-heads and the
Accountant has to see that the 1equisite sanction is obtained
whenever the expenditure on a sub-head is exceeded

{4) Most of the payments in the Public Works Depart-
ment are made to contractors, and it has to be seen that the
rates at which payments are made are not in excess of those
provided in the contracts Ths check can be exercised only
in the divisional office as the contracts are not sent to audit

160 The above are the checks which an Accountant
exercises on the bills sent to the audit office  Besides these
he is entirely responsible for the correctness of all muster
rolls and vouchers below Rs 10 which do not come to the
audit office at all

161 At the annual inspeotions, the work done by the
Accountant is test-checked—a few bills being compared
with estimates and contracts, the Registers of Works being
checked to see that prompt action is taken when excesses over

Check at
1mspeetions.
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sub-heads occur, and the muster rolls and vouchers for less than
Bs 10 of a single month being completely checked.

162, In the Public Works Department the audit of stores
accounts is not very elaborate and mainly consists in
seeing : —

(1) that the stock balance of a division does not exceed
the limit prescribed by Local Government ;

(2) that the half-yearly quantity accounts work up to
the value balance as per accounts at reasonable
rates (i e, rates not differing largely from market
rates) ; and

(8) that stock is counted every year and that the
quantity counted agrees with the quantity balance
in the Executive Engineer’s books

163 Besides the audit of expenditure, the audit offices
also conduct the audit of a portion of the receipts in the
Public Works Department—mainly of rents of residential
buildings

[n auditing rents 1t has first to be seen that the assess-
ments are correct, and next that the rents assessed are
realised

The first portion of the audit is conducted as follows :—

‘What are called “ data” statements, showing the capital
cost, the estimated expenditure on repairs and the rents
proposed to be fixed in accordance with rules, are sent up
for sanction through the audit office The audit office checks
the capital cost, sees that the provision for repair charges
is according to rules and is sufficient, and then sends up the
estimates for sanction

The second portion of the audit is conducted when the
monthly acoounts are received. The assessments shown in
the rent schedules are checked with the sanctions and it is
seen that the reooveries are according to the assessments.
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CHAPTER 18
AvpiT oF RATLWAY RECEIPTS AND EXPENDITURE
A.~Ezpenditure on Construction

164 It has been stated in Chapter VII, paragiaph 61,
that a project estimate is prepared for each railway under
construction

165 The project estimate, after 1t has received the m-wm
sanction of Government, becomes the authority of the audit Estimste
officer to pass expenditure on the project up to the amounts
sanctioned under the several heads and sub-heads of the
estimate, and it is his duty to bring to the notice of the
Engineer-in-Chief, or other administrative officer in charge
of the work, the fact that the provision under any head or
sub-head is being or is likely to be exceeded immediately
this becomes apparent. For this purpose he keeps a register
in which is recorded from month to month the expenditure
actually inourred against the sanctioned provision under any
particular head or sub-head.

The Engimeer-in-Chief has power, within certain limits,
to transfer anticipated savings under certamn heads to meet
probable excesses under others ; but when this 1s not possible,
and the total of the project estimate is likely to be exceeded,
a reference must immediately be made to the Railway Board,
accompanied if necessary by a revised estimate, with a full
explanation of the causes which have led to the excess.

It is important that this should be done as promptly as
possible, as the excess may require the sanction of the Secre-
tary of State, and any delay in obtaining this might result in
the stoppage of work and consequent loss to Government, or
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in the Becretary of State’s sanction being anticipated, a
course to which he, as the supreme authority in whom is
vested by statute the dontrol over all expenditure, is much
opposed except in cases of real emergency.

Auditaguinst 166 In addition to the control exercised over the total
construction expendifure on a ralway by means of the
project estimate, there is the further control to be exercised
over the expenditure in any year with reference to the budget
grant for the year. Here, as in every other branch of audit,
the general rules of appropriation audit apply.

gstnb:ﬁm 167. The total grant for comstruction expenditure on a

Deturoen railway is divided into two parts—

(a) the grant for expenditure in India;
(b) the grant for expenditure in England.

The latter grant is hypothecated to meet the expenditure
to be incurred in England by the Secretary of State, or by
the Home Boards of Indian Railway Companies, on the purs
chase of stores, for which indents have previously been sent
forward, or are likely to be sent forward during the year It
is necessary to control strictly transfers between the English
and the Indian grant because of the effect such transfers have
on the cash balances available in England and in India.
Consequently transfers between these grants cannot be made
without reference to the Government of India, or, if they
excoed a certain figure, to the Secretary of State

OvenCerti-  In the past there have been serious lapses on the grants
fon.  £0r total Capital expenditure on railways, mainly due to the
difficulty experienced in obtaining the full amount of the
stores ordered from England within the period for which the
funds have been provided. That period is, of onurse, the
financial year at the close of which all grants lapse. With a
view to obviating this difficulty the Secretary of State has
recently tentatively approved a system of “Over-Certifica-
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tion ”” of funds under which indents for stores may be sent
forward up to a certain money limit in exocess of the sanc-
tioned English grant for the year, on the assumption that a
proportion of the total indents sent forward will not be com-
plied with during the year. The amount of such uncomphed-
with indents is thrown forward to the following year and
80 becomes a first liability against the grant for that year

The Government of India have not yet submitted to the
Secretary of State their final proposals on this point

168 There are two main objects in the close watch over
-expenditure against grant under the Capital account, viz , to
ensure on the one hand that the total grant for all railways
shall not be exceeded, and on the other to minimise the
lapses on the grants of all the railways combined

The audit officer accordingly should not only see that the
grant allotted to the railway is not exceeded, but should also
bring to the notice of the administration the likelihood of any
portion of the grant not being spent during the year, in order
that the amount no longer required may be defimtely surren-
dered to Government to be placed at the disposal of some
other railway which is in urgent need of additional funds,

The means by which this object will be attamned are a
frequent and critical exarmination of—

(@) The results brought out in the monthly statement
known as Form D, which indicates as accurately
as possible the progressive expenditure to date
and the probable requirements
(6) The progress of expenditure in England against
indents sent forward for compliance
169. The expenditure brought to account by a divisional Audi of

officer of a railway under construction is audited on linesm
which approximate véry closely to those Which have been " &visien.
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indicated in Chapter 16 above in respect of expenditure
brought to account in an ordinary Public Works division.

B.—Audit of expenditure on open lines.

170, The main cause of difference between the system
of accounting for expenditure on open lines of railway and
for all other forms of Public Works expenditure is that
departmental officers have no concern with actual payment,
which is done in the Examiner’s office after pre-audit of the
bills. Thus the duties of departmental officers on open lines
are as a rule confined fo seeing that claims are correctly
prepared both as to quantity and quality of work done,
that proper records are kept of the initial transactions, and
that bills are punctually submitted to the Examiner for audit

and payment
As in the case of lines under construction, before any

payment can be made, the work in respect of which the
claim is put forward must have been sanctioned by com-
petent authority, and funds must exist in the budget esti-
mates of the year to cover the charge

The bills received from departmental officers, consisting of
salary and allowance bills, muster rolls, and contract certi-
ficates (or bills) for payments to staff, labourers, contractors,
ete., are subjected to audit in much the same manner as
such bills received from other departments are audited.

There 15 & modified form of audit of railway establishment
bills, but the difference is not sufficiently important to
warrant detailed explanation.

171 Before submission to audit, the bills, so far as they
relate to Revenue charges, are posted into departmental
allocation registers; and so far as they relate to Capital
expenditure, into the detailed works registers maintained
in district engineering offices The object of these registers is
to keep Heads of Departments informed of the progress of
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expenditure against the estimates and grants, and they are
required to be sent into audit once a month for reconcihation
with the corresponding allocation and works registers main-
tained in the Examiner's office, which are posted from the
audited bills

172 Workshop expenditure 1s recorded under suspense Workshop
heads of the Capital account which 1s relieved only when
actual issues are made to Capital and Revenue works and
services. The primary husiness of the workshops is to manu-
facture articles for the Locomotive, Carriage and Wagon and
other departments of the Railway No Profit and Loss
account is kept, but the actual expenditure on manufacture,
80 far as this can be gauged, 1s transferred to the accounts
of the consuming department concerned Here the essential
functions of audit are to ensure the correct caleulation of the
cost of each job, so far as this is posmble without undue
expense, and to watech the recovery of this cost from the
department or person for whom the work 18 done

178 Provision for expenditure on workshop manufacture
is made 1n the annual budget and 1t is the duty of audit to
see that the expenditure 18 kept within the Budget allotment.
For thus pnrpose the Examiner’s office maimntains a register
showing the progress of expenditure, the assets and habali.
ties, and their probable effect on the grant.

All work done 1n a workshop must be carried out against
a duly sanctioned estimate such as is required 1 the case of
ordinary Capital and Revenue works The estimates are, of
course, treated purely as estinates, the actual cost of the
work being charged to the departments concerned When
work 15 undertaken for private parties the amount of the
estimate must be deposited before the work is taken n hand.
Estimates for petty jobs are not neocessary within certain
limts fixed by the Agent
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174. Workshop expenditure falls under two heads—
(a) Cash outlay .
(5) Stores drawn from stock to be used up-in the
process of manufacture.
Every requisition for work is accompanied by a Work-
shop Order, so that the first essential account form is the
maintenance of an “ Order Book ”* showing work undertaken,
the time taken in the completion of the job, and what the
job has cost. The register is not submtted to the audit
office, and should, therefore, be scrutinized on the occasion of
each periodical inspection by an audit officer
Cash outlay consists of payments for labour only, the
initial accounts of which comprise a daily muster roll, an
allocated abstract of labour, and a register of unpaid wages.
The muster rolls or labour pay-sheets are submitted to audit
for payment, and the amounts due are carried into the allo-
cated abstract of labour which shows the total daily expen-
diture against each partioular job The stores consumed in
the process of manufacture are in a similar manner carried
into an allocated abstract of stores used on each particular
work.

The charges against each job are collected together in
what are known as Outturn Statements

176. In addition to the direct~charges for labour and
stores, there are certain items of expenditure of a general
nature, known as * general charges ” such as wages of bhisties,
sweepers, gate-keepers, etc, which cannot be directly allo-
cated to any particular job Expenditure of this nature is
distributed proportionately over the several works entered
in the Outturn Statement.

176. These statements are then * accepted ** by the depart-
ments of the railway, or private parties, as the case may be,
and the value of the work done is credited to * Workshop
Suspense” on the authority of such acceptances, The
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outturn statements are submitted to the audit office as vou-
chers for the credit taken in the monthly account current of
the workshops.

177 Thus, audit has no means of verifying directly the
cost of each work It has to acoept the distribution of the
various charges over the various works vouched for by the
executive and accepted by the persons for whom the work is
done It is able to exercise, however, a certain check on the
total charges for labour and stores through the monthly
workshop Account Current

The balance of this Account Current represents the cash
and stores expended on jobs awaiting adjustment. This
balance must be analysed and full details posted in a register
to facilitate a regular and systematic clearance of the
“Workshop Suspense’ Account The proof of the balance
must be complete at the end of each year and a certificate
to ths effect given 1n the Finance Accounts

178. The audit of recoveries is comparatively simple as
the vast majority of these are from other departments and
the recovery m such a case is made by book adjustment in
the account office The rule of prepayment for work done
for private persons simplifies the audit of cash recoveries

C.—Audit of Railway Receipts

179. The revenue of railwaysis earned almost wholly
from the transport of passengers and merchandise and is
realised through the agency of booking and goods clerks
employed at stations where the initial transactions are
brought to account

The rates and fares in accordance with which traffic is
accepted have to be kept within certain maxima and minima
fixed by Government

In return for payments received railways issue tickets or

vouchers, differing in form according to the description of
K2
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traffic carried, which entitle the holders to the services of the
railway for the conveyance of passergers or goods These
vouchers form the basis of the railway accounts of receipts
Only one payment is made even if the services of more than
one railway are utilised

180. The essential duty of audit in this matter is simple
It has to see —
(1) that the person to whom the service is rendered
pays the proper amount :
(2) that the railway servants receiving payment cor-
rectly account for the same :
(8) that, if more than one railway renders the service,
the receipt is properly distributed between them.
181 (1) In the case of passenger traffic the first duty is
facihtated by having the fare printed on the ticket in most
cases. In the audit office a certain peicentage of the
amounts entered on the blank tickets and on the goods
vouchers are checked It is further necessary, however, to
ensure that no passenger travels without a ticket, that he
does not travel mn a carriage of a class hisher than that for
which he has paid, and that no goods aze allowed to be
removed from the railway until their carriage has been paid
for. These have to be checked by travellmg ticket inspectors
and by officers mspecting stations The former on some
lines are under Audit, on others they are under the Traffic
Department of the railway.
182 (2) The second duty above-mentioned 1s performed
by an elaborate system of accounting

In the first place the tickets supplied to stations by the
audit office are, as a precaution against fraud, machine-
numbered in progressive series The station master or book-
ing elerk is held personally responsible for the stock of tickets
in s custody and all missing numbers which cannot be
properly accounted for are placed to his debit.
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The most important original record at a station is the
Trains Cash Book from which all other returns are compiled.

183. Tickets 1ssued by station masters are paid for at the
time of issue either in cash or by credit note. The amount
80 collected is entered, tramn by train, in the daily cash book
of the station, the receipts being classified under the various
descriptions of coaching traffic On the departure of each
train the booking clerk balances the cash book and compares
the balance with the money in the till.

The cash is then placed in the safe, as receipts from each
train must not be retained in the till after the cash has been
checked with the Trains Cash Book

The entire collections of the day, represonted by coin,
cheques, currency notes, etc, must be sent to the Cashier
of the railway by the first train passing the station in which
a travelling cash safe may be conveyed after the day’s work
18 finished, and no balance of cash may be retained by a
station master without special orders The money 18 sent
under cover of a remittance note and the Cashier’sacknow-
ledgment is recorded with the station counterfoil of the
remittance note.

184 In addition to the “ Trains Cash Book ” a * Parcels
Inwards ”’ book is kept up to 1ecord all parcels received at a
station for delivery whether the parcels are “ Paid” or “To
Pay  The receiving station is responsible for the recovery of
all undercharges on parcels before delivery and the entry of
the recoveries 1n the (‘ash and Parcels Inwards books.

185 The principal coaching returns submitted to audit
are—

(1) Classification of Passengers
(2) Balance sheet

Monthly classification of passengers —This return shows
the receipts of the month on account of passenger fares
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collected. It is checked with the collected tickets sent to
Audit, the main object being to see that all tickets have been
properly accounted for. This is done by comparing the
opening numbers of the current month’s return with the
closing numbers of the previous month’s return. The highest
number of each class of tickets issued is then obtained from
the collected tickets, and the difference between the opening
numbers and the highest numbers represents the number of
tickets to be accounted for by the station .

The Coaching Balance Sheet enables a watch to be kept
over the prompt realisation of 'outstandings The debits con-
sist of the totals of the various returns submitted by the
station, and the credits of the cash sent to the Cashier The
balance represents the amount of outstandings to be collected
by the stafion, such as freight and demurrage charges on
undelivered parcels, ete. All errors discovered in checking,
and the correct balance, are intimated to the stationmaster
and the next balance sheet of the station has to open with
the “audited” or correct balance

186 Although the form used and returns prepared in

¥ accounting for goods receipts may differ from those used for

coaching the principles remain the same The money col-
lected for freight is entered in the goods Cash Book, goods
are despatched under “ Invoices”’ and the station is required
to keep up “ Goods Outwards and Inwards” books in which
full particulars of invoices are entered From these primary
books returns are prepared and submitted to audit together
with the monthly * Balance Sheet.” The principles to be
observed 1n checking Way-bills, Parcels Returns and the
Coaching Balance Sheet apply equally to the checking of In-
voices, Goods Returns and the Goods Balance Sheet *

187 (8) Divwsion sheets.—With reference to clause \3)

of paragraph 180 above the earnings from traffic of every
kind carried over two or more lines are divisible between
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those lines, though only one actually receives the cash. In
this division, as a general rule each railway is to receive the
amount it would have received had the traffic been carried
only over the portion of its own line traversed. Any excep-
tion to this rule is a matter of private agreement between
railways, and will find a place in their respective working
agreements The division is made on what are known as
* Division Sheets ” exchanged between railway audit offices

The division sheets comprise :—

(s) Statements showing the proportions due to Foresgn
Railways* only, on account of forwarded traffic in
passengers, luggage, horses, carriages and dogs

(¢%) Statements showing the proportions due doth fo
Home and Foresgyn Rashwayst on account of
received goods and parcels traffic “ Paid” and -
“To Pay "

The original way bills and invoices have to be attached
to the inwards division sheets in support of the
entries appearing therein

Audit of Dwision sheets — When the mwards division
sheets come to hand from foreign railways, they are verified
with all relevant information which has been received from
the stations on the home line.

The correctness of the original payments and the accur-
acy of the distributions between the railway concerned have
already been audited in the audit office forwarding the
division sheet, and several railways are now considering
whether it would not be sufficient to audit only the share of
each way bill and invoice due to themselves so as to save a
considerable amount of double audit. There is no Clearing
House in India unfortunately.

188. The Traffic Book brings together the whole of the fras,Book,
traffic earnings of a railway both local and foreign under

* The Home Raslway u the reilway preparng the division sheet 1m question.
+ The Foreign Raslway 18 that to whioh the division sheet 16 sent,
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the several prescribed heads of the home line stations, with
the various debits and credits of each, and also records the
progress of adjustment of through traffic transactions with
foreign lines
The Traffic Book is kept in two parts The items com-
prised in the first part, representing amounts for the realisa-
tion of which the home line is responsible, are—
(@) The entire local coaching and goods traffic
{b) Outwards “ Paid,” and inwards “To Pay,” foreign
traffic
The postings in the first part are made from the station
balance sheets
The second part relates solely to foreign traffic for the
realization of which foreign railways are responsible
The 1tems eomprise—
(«) Foreign outwards “To Pay * and inwards *“ Paid ”
traffic in parcels and goods *

(4) Yoreign inwards coaching traffic under passengers,
luggage, horses, carriages and dogs
The second portion exhibits the apportinments on ac-
count of the above traffic to the home line, and the debits
and credits to the foreign lines The entries for part IT are
taken from the division sheets From the Traffic Book the
figures of receipts under the prescribed heads of account are
carried info the Journal, and finally into the General Books
of the Railway

189 The check exercised by the audit office is necessarily

m of limited to an examination and comparison of the returns,
ete., sent in by stations In order to exercise a check over the

initial accounts at stations which do not come under the

serutiny of audit a special staff of audit Inspectors is main-

tained. 'These Inspectors are constantly moving along the

line and are required to devote their attention to seeing that
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the books and records are kept in a proper manner, that the
cash arrangements are in order, and that irregularities taken
up are promptly attended to
D.—Audit by Government Ezaminers over accounts maun-
tained by Companies working raslways for Government.
190. The first railways built in India were constructed
and worked by Companies under a firm guarantee from the
Secretary of State of 5 per cent on the Capital and a fixed
rate of exchange In return he was to take a half share i
the surplus profits
The guaranteed interest and rate of exchange resulted in Ongmal
considerable losses to Government Advantage was accord-"" oontrasts.
ingly taken of the provisions of the contraots under which
these lines could be purchased, either by cash payment or by
means of annuities termmable after a number of years, and
all such railways are now the property of the State Some of
the purchased lines (portions of the North Western, Oudh
and Rohilkhand, and Eastern Bengal Railways) are bemg
woiked by direct State agency ; while the management of
the others (East Indian, Great Indian Peninsula, Bombay,
Barods and Central India, Madras and Southern Mahratta,
and South Indian Ralways) has been entrusted to working
Companies constituted under contracts the conditions ot
which are much more favourable to Government than those
entered into with the earlier Companies The postion of
Government with respeot to these Companies is that Govern-
ment are the owners and lessors of the lines, and the Com-
panies are the working agents or lessees.

191 The broad features of the contracts entered into with Emtmg
such Companies are :—

(1) That the Company shall have a small amount of
share capital 1n the concern, on which mterest at
rates varying from 2 to 8} percent is guaranteed
by the Secretary of State out of the revenues of
India
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(2) That the Company shall receive a share of the
surplus profits earned by the Railway after meet-
ing all payments for interest on the Capital at
charge, such share being based either on some
fixed proportion or on the amount of Capital
contributed by Government and the Company,
respectively ;

(8) That all sterling transactions shall be taken to
account at a rate of exchange of ls. 4d. to the

rupee

(4) That the Company shall keep the undertaking,
its rolling stock, etc, in thorough repair, and in
good working condition, to the satisfaction of the
Becretary of State

(5) That on the determiation of the contract Govern-
ment will repay to the working Company the
amount of its share capital at par

Points on 192 These conditions govern the nature of the control

Government to be exercised by Government over the operations of such

;:;:,::th,,, Compames The Government, in addition to their imterest

mterests i the correct division of profits, are concerned to see that
the property, of which they are the owners, 1s kept in good
condition and repair, and that all fresh capital put into the
line is profitably and economically spent. The Compames,
on the other hand, are concerned merely in making the most
of the railway as a dividend earming investment during the
limited period of their tenure

A close check and supervision is accordingly required on
behalf of Government in the following directions :—

(1) To ensure the proper upkeep and maintenance
of the railway, so that, on determination of the
contract, it may be handed back in as good con-
dition as when it was made overto the Company.
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(2) To examine all proposals for fresh expenditure of
capital and check any tendency to extravagance
in that direction.

(3) To watch the proper application of funds to Capital
purposes for improvements, and to Revenue pur-
poses for upkeep and maintenance

(4) To verify the correctness of accounts and of the
division of profits.

193. The first of these checks is exercised through the
Government Inspector, whose duty it is to carry out a period-
ical inspection of the permanent way, works, rolling stock,
etc., and to certify at the close of each half year that the
undertaking has been kept 1n thorough repair, and "n good
working condition. Such an inspection is primarly requir-
ed in the interests of the pubhc safety under the Railways
Act, but the certificate then given also serves the purpose of
the clauses in the contracts relative to the maintenance and
upkeep of the undertaking

The second check is exercised through the examination of
estimates which, 1n the case of all but the smaller works not
exceeding Rs 25,000 in cost, are required to be submitted for
the sanction of Governmeni

The third and fourth checks are exercised primarily by
the Government Examiners of Accounts attached to the
offices of the various rallways worked by Companies.

194 Thus the audit at present exercised by Government
Examiners 1s in those directions 1 which the interests of
Government and of the Companies are divergent, and chiefly
in regard to the correct allocation of expenditure between
Capital and Revenue, on which too much stress cannot be
laid, since 1mproper loading of the capital account means
that the Company gets an advantage on the Revenue side at
the expense of a permanent burden cast upon Government
Again, it sometimes happens that there may be a conflict of
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opinion between the Government Examiner and the Com-
pany’s officers as to the interpretation of some clause in the
contract which is obscurely worded. In all these matters
he is the immediate representative of Government, who have
to rely largely upon him for the due safeguarding of their
interests Thus his task is a very responsible one

195 The preceding remarks relate to Companies working
State railways on behalf of Government. Another class of
Company of more modern growth, the development of which
is rapidly progressing, is the Branch Line Company, the
transactions of which do not pass through the Government
accounts at all, and m which Government are only indirect-
ly inlerested to the extent of the guarantee of interest or
rebate, a share in the surplus rofits, and as being able to
purchase the lme on expiry of the period for which the
contract is to run

Such Companies are formed for the construction of small
branches or feeders to an existing system, by which they are
usually worked, the lines being the property of the Com-
panies which build them

196 The principal advantage from the Government point
of view of the construction of railways under Branch Line
terms is that the financing of such lines falls outside the
Government programme of railway construction, thus
enabling the funds available in any year to be entirely
devoted to extensions on a larger scale of the existmg rail-
way systems owned by Government, or in carrying out the
necessdry additions or improvements to open lines.

197 The audit control exercised by Government over the
transactions of these Branch Line Companies is not so strin-
gent as over the large Companies working State railways,
Thus only a periodical test audit is made of the accounts of
the Companies, which are not certified to by a Government
Examiner of Acoounts in the ordinary way Estimates for
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all Capital expenditure are required, however, to be submitted
for sanction by Government, in view of the Government’s
eventual interests in the purchase price of the line, and such
estimates are dealt with in the same way as the estimates of
the larger Companies working State Railways.
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CHAPTER 19.
Store Accounts

198, Whenever valuables have to be retained for any
time in the custody of Government servants store accounts
have to be maintained. The essential points of such accounts
aresimple The difficulties arise from the very large numbers
of articles kept in a large store yard, and from the need of
sunplifying the procedure without lessening the efficiency of
check
/ 199. A Store Account is a record of all articles brought
into, and sent out of, store, and the essential points to check
are—

(1) That every article purchased or otherwise obtained
for store is entered as a receipt in the store
account,

(2) That the store-keeper holds a proper quittance for
every article shown m the store account as issued

(8) That the store-kceper can produce the articles
shown in the store account as the balance in his
possession,

200 The sellers of arficles purchased for store may be
relied upon to obtain payment from Government, and such a
payment must appear as expenditure in some Government
acoount In the same way, if an article brought into store
has been obtained from some other Government department,
that department has obtained its quittance from the store-
keeper and the transaction must appear in the departmental
aocount and also in the cash accounts of the Store Depart-
went. Thus, for every article brought into store there must
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be & debit in a Government account, and check (1) is exer-
oised by tracing for every such debit an entry of the receipt
of an article in the numerical store accounts.

~ 201. Other points which have to be watched in audit in
connection with purohases of stores are :—

(a) That the rates paid agree with those shown in any
contract or agreement that may have been enter-
ed into for the supply of the stores.

(b) That there is proper sanction for the purchase
(5) involves the application of elaborate rules which the
Secretary of State has sanctioned determining the classes of
stores which may be purchased in India

/ 202 Check (2) is two-fold: it isa comparison of the
receipts of the persons to whom the stores have been issued
with the entries of issues. 1f is also a check to ensure that
the persons to whom the stores have been issued are author-
1sed to obtain those stores  Such authority 18 to be found in
departmental orders

203 Check (3) 1s carried out by counting the numbers
of each article in store and comparing the result with the
account A Collector counts his cash and his balls of opium
in the treasury every month; he verifies his stamps once
every six months, Similar verification occurs whenever
there is a change of officers. The verfication of stock in a
large railway store yard is a big busmess, which is carried out
by a permanent establishment of stock verifiers always at
work. An important point to remember here is that the
verification must take place in the presence of the officer
immediately responsible for the custody of the valuables,
7\a04. Very valusble work can be done by Audit in oonneo- B Lok
tion with stores The value of the stores on the Government thersfore to
railways in India is over 9 crores of rupees (£6 millions), so v
that Government has had to borrow this sum of money in ™™™
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order to obtain these stores, and has to pay inteiest on this
sum Thus stores 1epresent a lock-up of capital, which is
always unjustifiable unless essential It is, of course, essen-
tial to have always available for immediate use large quanti-
ties of railway stores; but the exact amount that has to be
considered essential is always a matter for discussion, for
departmental officers usually desire to have such an accumu-
lation of stores that every possible eventuality can be met

Again stores for which no use can he found ought to be
sold before their value deteriorates.

N 205 The Chief Examiner of each State railway writes an
annual report on store balances in which he mentions any
stores which, in his opinion, ought to be sold or otherwise
disposed of, and any indents which he considers to have been
in excess of requirements, and comments on the increase or
deorease during the year in the balances and any need for
furiher reduction,

206. A detailed description of the indent, by which an
‘officer obtains stores from the yard, of the receipt he gives
therefor, and of the ledgers in which the transactions are
recorded, would be out of place in this manual I must
mention, however, that at present two sets of ledgers are
maintained on railways—numerical ledgers in the store
yards, in which transaclions are recorded in numbers only,
and value ledgers in the account office, in which transactions
are recorded both in numbers and 1n values These ledgers
have to be periodically checked Much labour will be saved
if value ledgers only can be maintained by the account office
in the store yard -

3-207 The receipts into stores are priced from the bills
or invoices while the 1ssues from stores are priced from the
published price lists of the Stores Department. The price
entered therein for any article is always based on the average
price of that article as shown on the receipt side of the
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priced ledger. Buf that average price—otherwise called the
“ Book Bate "—will vary with every fluctuation in purchase
price, and it is impossible to revise the published price list
according to every fluctuation of the “Book Rate” The
price list, however, ought to be revised whenever the varia-
tion in price 1s serious

; 208, Btores are required, almost entirely, for railways for Agjutments
which Capital and Revenae accounts are maintained. It is "c.'t','h"?

often impossible to say whether the cost of the work for
which certain stores are required will eventually be debited
to Capital or to Revenue or to both ; so all initial expenditure
on the purchase of stores is debited to Gapital ~Whenever,
then, stores are issued to a work the expenditure on which
is being debited, 1n the first instance or finally, to Revenue,
the value of such stores has to be credited to the Oapital and
debited to the Revenue account. The value of these adjust-
ments between Capital and Revenue is enormous, thus on
the North Western Railway in 1912-13 1t amounted to nearly
2% crores of rupees It 1s important, then, that these adjust-
ments should be recorded promptly and accurately in the
acoounts. Unfortunately, this rule 1 not always followed ;
the budget system tends to induce a desire to make the
actual results of the year conform as closely as possible to
the grant, and the accounting for these adjustments has
sometimes been manipulated in order to work for this end.
The general principle, of course, 18 plam The accounts
should show the transfer from Capital to Revenue as having
beer: effected on the date on which the material was 1ssued
from store, and any departure from this principle violates
the fundamenta] rule of all accounts that they are to be a
statistical presentation of fact

209. The evils of such manipulation have been recognised,
and orders on the subject have been issued to all Btate
railways, as follows: _

Revenue
1n Railways.
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Permanent-woy Materials -

(§) The charge to Revenue maintenance in the books of
the railway for any month should be the cost of the materials
actually placed in the road less the value of the materials
taken out of the road (which should be immediately brought
on to the Engineering Materials Account or returned to
Stores) plus all labour.

Other Engineering Materials

(4) Debits for the value of materials issued for renewals
or repairs or for special works should be made in the accounts
of the month in which the issues occur Adjustments on
account of credit to Revenue for the value of materials re-
leased from works should be made when the stores are
actually brought on to the Engineering Materials Account,
or taken over by the store-keeper and brought on to the
stores books

Workshop Ezpenditusre.

(¢#4s) All expenditure incurred during a month on main-
tenance and renewals of locomotive engines and machinery,
and repairs and renewals of vehicles, should be charged off
to final heads of the Revenue Account for that month, even
though the job should not be complete

(#v) Expenditure on important Capital Works for the
Loocomotive or Carriage and Wagon Departments, such as
the construction or the erection of rolling stock or of plant,
should be charged off monthly against final heads of accounts.
Expenditure on less important Capital Works (viz, worke
estimated to cost less than Rs 5,000) for the Locomotive or
Carriage and Wagon Departments, and on works both Capital
and Revenue for other departments of the home line, which,
as a rule are of a trifling character, need not be charged off
till completion uf the work.
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A’djmtmnte between Oapital and Revenue of Expenditure
on mized works.

() All items, specifically provided for in an estimate for
mixed Capital and Revenue Works as chargeable separately
to Oapital or to Revenue, should be adjusted to such accounts
as incurred.

(vé) Expenditure which is chargeable to Capital and
Revenue in certain fixed proportions, ¢ g , renewals of vehicles
chargeable on the floor area basis, or renewals of permanent-
way chargeable on the weight of material, should be propor-
tionately debited monthly between Capital and Revenue

Note 1 —1In cases where the charge to Capital on the proportionate
basis 1s limited to the difference in cost, the above rules
will apply until the hmit chargeable to Capital 18

reached, and thereafter all further expenditure will be
debited to Revenue

Note 2 —In the case of works estimated to cost not more than
Rs 25,000, the delat to Revenue of 1ts share of the cost
of the work need not be made till completion of the
work
. (véé) The write back to Revenue of the original cost of
works dismantled and replaced should be made on the com-
pletion of the new work

(virs) Fictitious ah]mtments ghould never, under any
circumstances, be made for the purpose of utilising or work-

ing up to grants

L2
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CHAPTER 20
Special features of Post and Telegraph Audit.

210 Much of the expenditure in these departments is on
acoount of salaries, travelling allowances, contingencies and
works, and the audit procedure described in the relevant
chapters above apply to such expenditure in these depart-
ments also

211. A brief reference 18 necessary to the audit of receipts
and of Money Order and Savings Bank transactions

212. The stamps affixed to letters, parcels, messages, etc ,
represent 70 per cent. of the revenue of the Post and Tele-
graph Offices  Stamps are sold at the civil treasuries, either
direct to the public or to vendors, and the necessary credits
are afforded to the departments through the civil accounts.
The duty of the departmental officers 1s confined, therefore,
to seeing that stamps ol the proper value are affixed to letters,
parcels or telegrams and that all stamps are properly defaced
with date stamps so that they may not be available for use
again. In the case of the Telegraph Department, however,
the check office at Caloutta undertakes a test audit of the
messages transmitted throughout India, with a view to see
that stamps of the proper value have been affixed and
properly defaced

218 There are, however, several heads under which
revenue is received in eash These are rents and royalties
for telephones in the Telegraph Department, and commission
on money orders issued and postage realized in cash in the
Postal Department.
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214. Apart from Money Order and Savings Bank transac-
tions, the following special duties are undertaken by Audit in
connection with Post and Telegraph Accounts

Telegraph Department—

(@) Dues on the ¢Settlement Account’ with other
Telegraph administrations for traffic exchanged
are calculated in the Telegraph Check Office

() The Telegraph Department constructs and main-

tains all the telegraph lines and wires which run

alongside the railway lines The wires necessary
for the railways for their own administrative
telegraph system are leased to them, and rents are
recovered from them at a fixed annual rate per
mile of wire The executive officers supply
details of the wire mileage to the audit office
which calculates the rent and arranges for the
recovery of the revenue through the Exchange

Accounts with the railways.

(¢) Payment for telegrams is made nearly always by
stamps, and the same kind “of stamps are affixed
both to telegrams and to letlers The stamps are
issued from Treasuries as postal stamps and it 1s
impossible to maintain an accurate account of the
use of such stamps for postal and for telegraph
work respectively Thus revenue obtained from
the sale of such stamps 1s credited, in the firsf
place, to the Postal Department and, in order to
work out the amount of stamp revenue which
ought to be transferred from the accounts of the
Postal, to those of the Telegraph, Department in
respect of such stamps, the Check Office estimates
the message revenue for the year from an actual
count of the®value of the messages despatched
for two selected weeks as indicated by the stamps
affixed to them
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Postal Department—

(a) Beceipts on account of premia' for Postal Life
Insurance Policies are checked in a special
branch of the central office under the Account-
ant-General, Post Office and Telegraphs Audit
is responsible for seeing that policies are issued
striotly according to rules, that rates for premia
are fixed in accordance with Government orders
and ‘are regularly recovered, that the rules
governing lapses are followed and that final
claims are fully audited before payment.

(6) The Post and Telegraph audit offices undertahe’
a test audit of service books In Civil offices
the executive officers are responsible for the upkeep
of the service books of theirr subordinates, and
certify on bills that leave has been granted strictly
according to rules and noted in the service
books In the Post and Telegraph Department,
however, the books are occasionally sent for by the
audit office to check if leave has been granted ac-
cording to rule An audit of service books forms
part of the duty of audit officers during inspections.

216. Money Order Transactions.—In the Cash Accounts
received from head post offices, Money Order tranractions are
entered in lump under special debt heads They are account-
ed for in detail in the audit office under a special procedure
Audit consists in seeing that for every money order paid
there is a corresponding credit at some office of issue, and
that there are no excess or double payments. Every head
office sends periodically an Issue List in which the money
orders issued by it and the commission received are entered in
detail. The commission entries are fully checked in audit.
Paid Lists are also submitted periodically in which all pay-
ments made are entered and supported by payees’ receipts.
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216. The enormous number of Money Order transactions
renders it necessary to divide the vouchers into suitable
compartments, for facility of audit, and o enable the balances
outstanding to be verified with some degree of ocertainty
This is secured by regarding each month’s issues as a separate
unit. The payments, t00, made in any month are separated
according to the month of issue, and so separate Paid Lists
are received according to months of issue for the payments
of the month. There are thus twelve separate receipt and
payment heads in the ledgers, and the credits on account of
money orders issued in one month in a given circle form
a distinct compartment in the accounts, and the payments or
debits are classified against it The balances of each month’s
issues are thus arrived at The work has been satisfactorily
performed when the particular money orders composing this
balance can be identified

217 The vouchers received with each Paid List are sorted
and arranged according to office of 1ssue and serial ,number,
and then debit checking is undertaken This consists in
marking off, in the Issue List, every money order for which
a receipt of payment is available After the payments for
three months have been thus debit-checked against the Issue
List of any month, the outstanding unpaid items are extract-
ed The totals of these items, if the work were done accu-
rately, should agree with the balance on the books for that
month In practice, however, there are always differences
which are usually due to misclassification of money orders
against months or circles of issue, or to ers8rs in totalling
Stepsare taken to secure a further agreement, and any differ-
ences that continue after a year are written off with the
sanction of Government. A large staff was formerly em-
ployed for the reconciliation of the differences in the balances,
but-as the cost of the establishment was considerable and as
the reconciliation was never complete, this procedure has
been stopped. The unexplained differences are small when
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compared with the volume of money order transactions, and
are now written off

218. Savings Bank Transaclions.—The transactions of
Savings Banks, like those in respect of money orders, are
entered in the Cash Account under a debt head and accounted
for by a special procedure The transactions are very
numerous, there being more than a million and a half
depositors with an aggregate balance of over twenty crores of
rupees Till recently audit offices were required to mantain
personal ledgers in respect of each depositor, in which all
deposits and withdrawals were posted, and head office ledgers,
in which the monthly transactions of the head office were
eniered in lump These ledgers were in addition to similar
ones kept in the head post offices The procedure has
recently heen altered, and audit offices no longer maintain
personal ledgers for each depositor The Post Office is now
responsible for the details of the depositors’ accounts The
head office ledger is still maintained, and, to ensure the
accuracy of the local personal ledgers, post masters are
requited to submit monthly Ledger Abstracts, compiled from
the personal ledgers, of the month's deposits and withdrawals,
in which the totals are agreed with the figures shown 1 the
accounts and with those shown in the head office ledgers

219 Audit is confined to seeing that the details of the
Journal of Savings Bank transactions received weekly from
each head office work up to the totals entered in the
monthly accounts, that all withdrawals are supported by
receipts, and that transfers of accounts from one head office
to another are properly accounted for

220. Each post office compiles annually, from the personal
ledgers, a statement of interest and closing balances on the
31st March. The balances have to agree with those in the
books of the audit office. Differences are reconciled by the
post master by means of the compilations made for the
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monthly Ledger Abstracts. The unit of work is a volunie of
the personal ledgers, and the difference is traced into a
particular volume and then the entries reviewed in detail.
This work of annual agreement is of great importance, as it
secures the correctness of the accounts of individual depo-
sitors,

221 The interest figures for the Circle obtained from
these annual balance statements are passed on to the Comp-
troller, India Treasuries, for adjustment under Interest

222 Profit and Loss Account—The Post Office and
Telegraphs being quasi-commeroial departments, the financial
results of their working are reviewed in a Profit and Loss
Account For this purpose account is taken, not only of the
receipts and disbursements included in the accounts, but also
of other pro formd debits and credits in respect of services
rendered without a money equivalent For instance, some
pro formd credits are those on account of the value of
messages transmitted free of charge in the Telegraph Depart-
ment and of free services rendered to Native States by the
Post Office. Some pro formd debits are the cost of the depart-
mental pensions and gratuities which are finally charged m
the Civil Department, and the cost of leave allowances paid
1 England

223 This review 18 more complete 1n the case of the
Telegraph Department than of the Post Office For the
expenditure of the former department is carefully allocated
between Capital and Revenue, and a block Capifal Account
is maintained which shows the total amount invested 1 the
Telegraph system. A comparison of the net profit in the
Profit and Loss Account with the Capital at charge shows the
rate of interest earned on the undertaking.
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