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INTRODUCTION

1, the Chairman of the Public Accounts Committee, as authorised
by the Committee, do present on their behalf, this Thirty-Sixth
Report on the Finance Accounts of the Central Government, 1862-63
and connected Audit Report (Civil), 1964 (Chapter I).

2. The Audit Report (Civil), 1964 and Finance Accounts, 1962-63
were laid on the Table of the House on the 11th March, 1964 and
™h September, 1964 respectively. The Committee examined them
at their sitting held on the 30th January, 1965. A brief record of the
proceedings of the sitting of the Committee forms part of the
Report part IL.*

3. The Committee considered and finalised this Report at their
sitting held on the 19th April 1965.

4. A statement showing the summary of the main conclusions/
recommendations of the Committee is appended to the Report
(Appendix XVII). For facility of reference these have been printed
in thick type in the body of the Report.

- r———

5. The Committee place on record their appreciation of the

assistance rendered to them in their examination of these Accounts
by the Comptroller & Auditor General of India.

They would also like to express their thanks to the officers of the
Ministry of Finance for their co-operation in giving detailed infor-
mation to the Committee during the course of evidence.

New Deruy; R. R. MORARKA,
Apﬁl 20, 1965. Chairman,
Chaitra 30, 1887 (Saka). Public Accounts Committee.

. ®Not printed, One copy cyclostylea Jaid on the Table of the House (< cops
in the Parliament Library). ¢ (s copies placed

W)



AUDIT REPORT (CIVIL), 1984

1. GENERAL
Revenue Receipts—Para 1, Page 1

The Budget estimates and actuals of Revenue Receipts for 1962-63,
-as compared with the corresponding figures for the preceding two
'years, are given in the following table:

(In crores of rupees)

Year, Budget  Actuals  Varia- Percen-

tions age of

va;‘“?ations

1960-61 . . . . 919-65 971°77 45212 +57
1961-62 . . . . 1017°95 1136°74 --118-79 4117
1962-63 . . . . 1380'93 1585:30 --204'37 1148

The excess of actuals over the budget estimates of Revenue Re-
ceipts was greater in 1962-63 (14'8 per cent) than in the previous two
years. The increase was mainly under Customs, Union Excise Duties
and Corporation Tax. The Committeee were informed that some
<ither items like P.L. 480 grants, emergency risk premia which were
not envisaged at the time of preparing the budget estimates also
accounted for the increase in the actuals.

The Committee have already discussed at some length the reasons
for variation in the budget estimates and actuals of revenue receipts
under Customs, Union Excise Duties and Income Tax and Corporation
Tax which mainly account for the increase in actuals. (of paras 2 to
6, 10, 11 and 36 of 27th Report and para 2 of 28th Report—Third Lok
Sabha). They would only like to reiterate here the imperative need
for framing realistic estimates of receipts from the various taxes and
arresting the increasing trend of under-estimating revenue. The
Committee hope that Government would keep under cousistant re-
view the two main factors which tend to widen the gap between esti-
mates and actuals viz. deficiency in collection of reliable statistics of
economic growth and conservatism in estimating and apply necessary
correctives, .



Expenditure—Para 2, page 1.

2. The ‘Expenditure met from Revenue’ and the ‘Expenditure on-
Capital Account’ during 1962-63 are shown below along with the cor-
responding figures for 1960-61 and 1961-62:

(In crores of rupees )

Addi-
tional

Budget provi- Total Actuals Varia- Percen-
sion tions tage of
during varia-
the vear tions

Expenditure
met from
Revenue 1960-61 98035 553 985-88 92193 —63:95 —6-%

1961-62 1023°52 46:84 1070'36 101188 —s8-48 —4'¢

1962-63 1381:65 168:07 1549°72 1471:86 —77-86 50
Expenditurc
on Capi-

tal Ac-
count . 1960-61 444°41 100°34 S44°75 406:43 —138:32 —25°4

1961-62 $28:87 1801 546-88 436:33 —110°§§ ~—20°2
1962-63 652-45 59:61 712:06 61217 — 99 -89 —14-0C

The additional provision of Rs. 168:07 crores for ‘Expenditure on
Revenue Account’ was made in three stages—Rs. 8:04 crores in August,
1962, Rs. 75'84 crores in November, 1962 and Rs. 84°19 crores in Feb-
ruary, 1963. The final saving was Rs. 77'86 crores.

In regard to ‘Expenditure on Capital Account' the additional pro-
vision of Rs. 59-61 crores was made up of Rs. 0'43 crores obtained in
August, 1962, Rs. 20:09 crores in November, 1962 and Rs. 39:09 crores
in February, 1963. The total expenditure during the year was, how-
ever, less than the provision in the original budget by Rs. 4028 crores.

The Committee are concerned to find that about 48 per cent of the
<upplementary provision under Revenue Account and the entire
amount of supplementary provision under the Capital Account ohtain-
ed after the declaration of the Emergency remained unutilised. While
the Committee are glad to note that the percentage of variation bet-
ween estimates and actuals hoth under Revenue Accdunt and Capital
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Aecount showed a downward trend they take note of the fact that
unutilised amounts out of the provision have been quite high during
the year 1962-63, being Rs. 78 crores and Rs. 100 crores, respectively.

3. In regard to expenditure met from Revenue, saving occurred.
mainly under the following headings:

(Rs. in crores)

(1) Social and Developmental Services . . . . 10°20
(ii) Defence Services . . . : . : 3031
(iii) Grants-in-aid to State Govemments . : . . 18-42
(iv) Public Works . . ) . . . . . 3 70

Cormderable savings occurred under these heads durmg the ear-
lier years also.

The large savings in the Capital budget occurred mainly under
the followmg headings

1) Industrial Development 14-50 (Expenditure under this head re-
lates to investments in Gov-
ernment Undertakings, Com-
mercial concerns).

{1y Public Works . . 15:38 (Out of a total provision of
. Rs. 57+02 crores).
‘til) Agricultural impro-
vement and Research 2-36

(iv) Schemes of Govern-
ment Trading . . 37-26

‘v) Grants for Development
to State Governments and
L.ocal Bodies . . 6-02 (Grants under this head generally
reiate to Local Development
Works, Industrial Housing and
Slum Clearance Scheme, Na-
tional Water Supply and Sani-
tation  Programmes etc.)

In para 3 of their Twenty Second Report the Public Accounts
Committee (1963-64) referred to the over-optimistic expectations of
administrative Ministries about the implementation of the various
schemes. The. Committee had then made a suggestion that a lump
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sum cut should be imposed in those cases of grants in which savipgs
are a recurring feature.

In reply (Appendix I), the Ministry have stated (May, 1964) that
under the revised arrangements for budgeting and financial control
introduced in 1962, the provision finally accepted by the Ministry of
Finance for inclusion in the budget takes into account the past per-
formance, spending capacity and other relevant consideration. If
savings still occurred, it was mainly because neither the administra-
tive Ministry nor the Finance Ministry were in a position to antici-
pate at the budget stage. the factors which ultimately led to savings.
The Ministry added that a lump sum cut on the basis of past trends
might often render the estimates completely unrealistic and would
also carry the risk of encouraging the tendency to propose higher
figures, thereby nullifying the very object of the cut.

During the course of examination of the individual Administra-
tive Ministries, the Committee gathered the impression that the posi-
tion in regard to savings might be considerably improved by a closer
scrutiny by the Ministry of Finance, of the basis on which the admin.
istrative Ministries propose their estimates. The Committee suggest
that the Finance Ministry should consider the matter further and
indicate what steps they propose to take to improve the position.

I1. EXPENDITURE ON REVENUE ACCOUNT
Parg 4. Page 4

4 In the table given below. the expenditure during 1962-63 is
compared with that during the previous vear under broad headings:

{In crores of rupees)

1961-62 1962-63 Remarks
1 2 3 4 5
{1} Collection of Taxes and _
Duties . . . 21-16 23-47 The figures for 1961-62.
as shown here differ from
{ii) Debt Services . 214°44 245-°43 the corresponding figures

shown in the Audit Report,

(iii) Administrative Servi-  71-56 7518 1963. The differences are
due to the re-arrangement

vices
of the heads of classifi-
{iv}, Social and Develop- cation with effect from
ment Services . 131°96 159°20 1962-63. YFor a proper
comparison, the figures for
(v) Public Works . . 19°26 1846 1961-62 have been recast

here under the revised




(vi) Contributions and Mis- heads to the exten
cellaneous Adjustment 278-66 323:36  possible.

(vii) Defence Services . 28954 425°30
(viii) Other heads . . 116°89 201-46

Para 5, page 4:

An analysis of the increase in expenditure under Administrative
Services is given below:

(In crores of rupees)

1961-62 1962-63

Administrative Services

General Administration . 17-84 19-15

Police . ) . . 1876 23-44 Increase in 1962-63 was due
to strengthening of the
police force.

External Affairs . . 1192 12-88

Supplies and Disposals . 291 3-15

Miscellaneous Departments 9-47 3-53

Other heads . . . 10°66 13-03

ToraL: . . 71-%6 7518

Referring to the increase in expenditure on Police from Rs. 18- 76
crores in 1961-62 to Rs. 2344 crores in 1962-63, the Committee asked
whether the Ministry had examined the feasibility of minimising the
expenditure by better utilisation of the existing Police force. The
representative of the Home Ministry stated that at present they had
a large number of battalions borrowed from various State Govern-
ments deploved all over the border. During this year (1964-65)
they had to borrow 30 battalions from various State Governments.
The Central Reserve Police had at present only 17 battalions; three
more were being raised. The witness admitted that there was per-
haps a little duplication in this regard. He added that a committee
consisting of one officer each from the Ministries of Defence. Home
and External Affairs had been set up to examine the question of
streamlining the police force with a view to reducing the expenditure
to some extent, which was expected to submit its report in about six
weeks.



The Committee asked for the reasons for increase in expenditure
on Police from Rs. 1876 crores in 1961-62 to Rs. 23'44 crores in
1962-63 and Rs. 2507 crores in 1963-64. The expenditure:
during 1963-64 increased, even though the Centre ceased to
be responsible from 1st July. 1963 for Police expenditure
in Union Territories of Manipur, Tripura and Himachal Pradesh on
which an expenditure of Rs. 234 crores had been incurred during
1962-63. The representative of the Ministry of Home Affairs stated
that they had raised a number of battalions of the CRP and Border
Police and they were increasing the strength of the armed police of
Manipur. The witness added that the expenditure on Police includ-
ed partly that incurred by the Ministry of External Affairs who were
directly concerned with administration of NEFA, Naga Hills, Dadra
and Nagar Haveli. The Committee desired to be furnished with a
note showing the break-up of expenditure on Police for the years
1962-63 and 1963-64 and reasons for the increase in the same every
year. A note furnished by the Ministry is at Appendix Il

The Committee appreciate the paramount need of safeguarding
the border and strengthening the police force for this purpose, as
necessary. The expenditure on Police has increased from Rs. 11-74
crores in 1960-61 to Rs. 18:-76 crores in 1961-62, Rs. 22:44 crores in
1962-63 and Rs. 25-07 crores in 1963.64. They note that the expendi-
ture increased in 1963-64 by Rs. 1:63 crores even though the Centre
ceased to be responsible from 1st July, 1963 for Police in Union
Territories of Manipur, Tripura and Himachal Pradesh. The Com-
mittee would like to be informed what tangible results have been
achieved as a result of the findings of the Committee of Officers set
up to examine the question of streamlining the police force with a
view to reducing the expenditure and avoiding duplication. The
Committee hope that this question would be kept under constant
watch and necessary correctives applied from time to time.

III. DEBT POSITION

Para 9, Page 11-12

5. (a) The total debt outstanding at the end of 1956-57, 1961-62
and 1962-63 was as shown below:

(In crores of rupees)

31'3'57 31-3-1962 31‘3jF963

(i) Market Loans * . . . . 1,648 2,716 12,871
(ii) Floating Debt . . . . 1,048 1,453 1,581




(In crores of rupees)
31-3-57 31-3-1962 31-3-1963
’ (iif) Loans from foreign sources* . 120 1,009 ‘Alr3o2
(iv) Unfunded Debt—
(a) Small Savings collections . 633 1,058 1,131
(b) Provident Funds, etc. . . 202 381 393
{¢) Deposit by U.S. Governmen
of their counterpart funds crea-
ted under public law 480, etc. . T 295 343
TOTAL . . . 3,651 6,882 7,621

(b) Details of the Debt transactions of the vear 1962-63 are given below:
' (In crores of rupees)

Receipts Repay- Net in-

during ments crease

the year during during
the year the year

(1 Market Loans . . ‘ . 33704 182-59 154°4S
{ii) Floating Debt . . . . 4966-47  4838-46 128-01
{iii) Loans from foreign sources . . 339°56 46-29 29327
‘iv) Unfunded Debt—
(a) Small Savings Collections 36337 289- 4% 73:92
{b) Provident Funds, etc. . . 8059 38-7¢ 41-84

‘¢) Deposits by U.S. Government
of their counter-part  funds
created under Public Law 480,
ete. . . . . 18476 136-69 4807

In regard to the agricultural commodities

imported from the United States of
America Under Public Law 480, the
rupee equivalent of the dJdollar cost is
deposited with the Reserve Bank of In-
dia to the credit of the U.8. Government
in a Special Account. The amounts
are invested by the Reserve Bank in

~ *Excludes a »um of Rs, 20:62 crores representing unexpired liabilities
for British Government 5, War Loan, 192947, the liability for which
remains suspended.

(A) (D Includes a sum of Rs. 2893 crores due to the Government of
Kuwait. A sum of Rs. 34'20 crores representing value of Indian Currency
Notes and coins with drawn from Kuwait area during 1961-62 was treated
.as a loan from the Government of Kuwait. The loan is repayable in sterling
‘igslll annual instalments with interest at 43¢ with effect from st July,

(i) Includes’Rs. 0-04 crores representing amount realised by the sale
-of 10syears Defence Certificates in UK, U.g.A.. etc.



(In crores of rupees)

Receipts Repay- Net in-

during ments crease

the year during during
the year  the year

et £ o e et e it e e i o s Bl——— < rrer e . ot

——mmms mm e e s e

special securities of the Government of
India (repayable on demand), on which
interest is paid at the rate of 1}9%,.

Part of the deposits is withdrawn from
time to time and made available to
the Government of India as loans and
grants and the balance is retained by the
U.S. Government for their own use.
The amount shown under ‘Repayments’
represents the total withdrawals by the
U.S. Government from the Deposit
Account

ToraL . . 6271'79  §§32-23 73956

The question of fixing limits by Parliament on the borrowing
power of Government under Article 292 of the Constitution has
been engaging the attention of the Committee since the year 1962-
63. In para 15 of their Ninth Report (Third Lok Sabha), the Com-
mittee had recommended that the Ministry of Finance should make
a study of the procedure followed in various democratic countries
for obtaining Parliamentary approval to Government borrowing so
as to introduce a method of obtaining specific approval of Parlia-
ment to the borrowing programmes suitable to the needs of our
developing economy. In their reply, the Ministry of Finance gave
(December, 1964) a brief account of the procedure of Parliamentary
control over Government borrowing followed in the United King-
dom, Canada, USA and Ceylon (vide Appendix III). The Ministry
stated that the present arrangement in India did not detract from
Parliamentary control over the Government borrowing and added
that in the circumstances, Government were satisfied that no real
advantage would be secureq by prescribing statutory limits on Gov-
ernment borrowing.

The Secretary, Department of Economic Affairs informed the
Committee during evidence that in certain countries where there had
been some limits on Government borrowing, these were imposed in
the context of inflationary finance. He added that in India the

.
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borrowing programme was put forward in broad terms in the:
capital budget. As regards borrowing from the Reserve Bank
which amounted to deficit firancing, it was stated that this wais
resultant of the various factors and was not a deliberate act. Any-
thing which could not be accommodated by the other ways was
covered by this method.

It was urged that any kind of statutory limit on Govern-
ment borrowing could have very little use. These limits
would have to be fairly high. Otherwise these would
have to be changed frequently in order to meet
the changing situations. Besides., it was added, the public
and Parliament were constantly aware of the trends of policy in
this regard as the Plan itself, which envisaged a certain amount
of Borrowing is approved by Parliament. It also enjoined certain
restrictions. Therefore, de facto restraints and disciplines in regard
to Government borrowing already existed.

The Committee pointed out that under existing procedure there
would be no check on Government exceeding the provision of
deficit financing envisaged in the budget. The representative of
the Department of Economic Affairs stated that although theoreti-
cally there was no limit in this regard, Government had to obtain
a supplementary grant if they wanted to spend in excess of the
budget provision. The Committee asked how, in view of the fact
that the total expenditure could not be exceeded without the autho-
rity of Parliament a greater flexibility was needed in borrowing.
The witness stated that borrowings were of various types and there
could be ups and down in individual borrowings.

The Committee enquired if it was not possible to fix an overall
statutory limit on Government borrowing and deficit financing for
the five year plan period. The Secretary, Department of Economic
Affairs stated that in view of the changing situation it would be
difficult to forecast the position for a period of five vears. The
limit would have to be fairlv high otherwise it would have to be
changed from time to time. As regards fixing limits on deficit
financing each year, the witness stated that they might have to be
exceeded under unforeseen circumstances. for which Government
would require emergency powers. Asked if the provision made
for deficit financing in the budget each year could not be fixed as
the limit, the witness stated that in that case they would have to
take precaution to provide a high figure and there would be
cases of not utilising the power upto the limit prescribed
by Parliament. It was urged that the policy of Government was to
have the least fecourse to deficit financing. The witness added
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that flexibilitv was an important factor in regard to the loans from
‘the Reserve Bank and foreign sources. Any limits fixed on the
Jdoans would be unrealistic and would lead to difficulty in the end.
In a particular year it might be more expedient to borrow from the
market and exceed the limit provided in budget than to resort to
deficit financing because market conditions might be favourable at
that time. It was urged that in such favourable market condition,.
if deficit financing was resorted to according to the limit fixed by
Parliament, it would lead to difficulties. The Committee pointed
out that if the limit on public borrowing was exceeded by Govern-
ment, they could take a supplementary sanction from Parliament.
‘The Secretary, Department of Revenue and Expenditure stated that
favourable market conditions might arise at any time during the
course of the year and it would not be proper for Government to
exceed the limit before obtaining the approval of Parliament. The
Secretary, Department of Economic Affairs conceded that a proper
system in this regard could be worked out, but it would have to
take into account certain variations. The law might have a pro-
vision that temporary variations could be made subject to Parlia-
mentary approval by resolution as soon as the Parliament met
again. The witness however added that they had informal discus-
sions with the UK. authorities who admitted that the practice of
fixing limits had served a very limited purpose.

The Secretary Department of Revenue and Expenditure stated
that considering the capacity and the need of the country, India's
public borrowing was very moderate as compared with other coun-
tries. In U.K. and U.S.A. the public debt was many times their
annual budget. In India the Public debt was at present Rs. 8,500
crores as against the annual Revenue of about Rs. 1,800 crores. The
‘Secretary, Department of Economic Affairs explaining the position
further stated that much of the Government operation consisted of
large-scale loans to State Governments. India’s total public debt
should be compared not only with the budget of the Central Gov-
ernment but with the budgets of the Central and State Governments.

The Committee can well appreciate the hesitancy and reluctance
on the part of the Finance Ministry in regard to fixing a limit by Par-
liament on public borrowing by Government; but the Committee
would like to emphasize the healthy principle enunciated in Article
292 of the Constitution. The Committee feel that at least a practi-
cal trial should be given to this principle. This is a very import-
ant right of Parliament and is being so exercised in other democra-
tic countries like UK., U.S.A.,, Canada and Ceylon, The present
procedure under which Parliamentary approval is taken for bor-
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rowing programmes as indicated in the Five Year Plans and the
annual Budgets and for the expenditure from the Consolidated Fund
to which the loans are credited, does not satisfy the constitutional
requirements. The Committee are reassured to know the opinion
of the Secretary, Department of Economic Affairs that a proper
system of fixing a limit on Government borrewing could be evolved
but it would have to take into account certain variations. The
Committee feel that the law fixing such limits may have some scope
for certain built-in flexibilities subject to ex-post facto approval e
Parliament. Further these limits might be fixed for each Plan
period so that they can be reviewed once in five years. The Com-
mittee desire that this matter should be carefully examined.

Net burden of interest on revenue—paras 11(a) and 19, pages

14 and 22.

6. Interest payments on account of Debt are analysed below:—

(In crores of rupces)

1961-62  1962-63

(i) Interest paid by the Government of India . 209°44 240-43
(ii) (a) Interest received on loans to State Govern-
ments’ . . . . . . 6875 6836
(b) Interest received from Railways and other
Commercial Departments . . 6284 67-08
(¢) Interest received on other loans, from in-
vestment of cash balances, and other items 12°22 1779
(iii) Net burden of interest on Revenue (i)—(ii) . 65-63 87-20

As in the previous years, a sum of Rs. 5 crores was charged to
Revenue for the purpose of amortisation of debt. The amount is
not invested separately, but is merged in the general cash balance
of Government,

i

The amount received from the State Governments during 1962-63
towards interest on loans includes Rs. 9.05 crores representing in-
terest not received in cash but covered by fresh loans from the
Central Government as indicated below. (If this amount is ex-
cluded, the net burden of interest on Revenue would be Rs. 96.25
crores),

I 95 (Aif) LS—2
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In the following cases, fresh loans were given to State Govern-
ments during 1962-63 to pay interest in respect of earlier loans.

Name of State  Amount Remarks
Government of fresh
loans
(In crores
of rupees) .
Punjab . . 2+84 For payment of interest on loans for financing
the Bhakra-Nangal Project.
Rajasthan . . 1-15 For payment of interest on 70 loans
West Bengal . 3:54) For payment of interest on the loans given
for meeting the State’s share of expendi-
Bihar . . 1-o8) ture on the D.V.C. .
Gujarat . . 0-44 For payment of interest on the loans for the

construction of Koyana Project.

(The original loans were obtained by Ex-
Bombay State and the outstanding balances
were allocated between Maharashtra and
Gujarat States after reorganisation),

The Committee asked for the reasons for the increase of 33 per
cent. in 1962-63 in the interest charges as compared to the previous
year. The Secretary, Deptt. of Economic Affairs stated that the
payment of interest by Central Government was related to their
borrowings. Out of the money borrowed by Government, a part
was re-lent and a part was directly invested in various kinds of
schemes which later yielded dividend or other return. But some
amounts were utilised for schemes like road building etc. which,
though they helped development programmes and improved the
economy of the country, did not bring a direct return. The witness
added that, to the extent the Central Government did not re-lend
or invest in the manner that the return was sure on investment,
this increase in the burden of interest was bound to be there.
He further added that to the extent there was developmental ex-
penditure of a type which did not give direct monetary return,
though it gave very good social returns, this gap would increase.

Explaining the reasons for giving fresh loans to States to enable
them to repay interest on pld loans, the Secretary, Deptt. of Econo-
mic Affairs stated that this was better than allowing a default. He
added that it was a normal practice. The Committee pointed out
that in some cases Government had given grant to institutions to
repay interest on an old loan. The witness stated that in case the
economic aspect of a particular institution had not developed, it
was better to give a grant than to give up the principle of interest
payment. )
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The Secretary, Department of Revenue and Expenditure stated
that sometimes the State Governments found themselves in a posi-
tion in which they were unable to find money for particular schem-
es. In those cases, they first took loans and later made out a case
for which a grant could be justified.

The Committee pointed out that in view of the fact that the
interest payable by the State Governments, on loans, was taken as
part of their expenditure, when the Finance Commission decided on
the subvention, giving of further loans to them to pay interest
amounted to a deviation from the recommendations of the Finance
Commission. The representative of the Deptt. of Economijc Affairs
stated that this type of assistance was admissible only in the case
of irrigation projects. A policy decision had been taken that from
196263 such of the irrigation projects as had completed five years
would not get this assistance.

The Secretary, Departments of Revenue and Expenditure stated
that the loan was given to repay the interest accruing during the
period of construction for five years. If interest for the period
was foregone, the correct capital cost could not be worked and ulti-
mately the correct return on the capital would not get reflected.
He added that the counting of interest on capital already laid out
was the correct way of accounting.

In para 16 of their Nineth Report and para 10 of their Twenty-
second Report (Third Lok Sabha), the Committee had criticised the
practice of advancing loans to the States for repayment of old loans
and expressed the view that when the recipients utilised the loan
on projects involving long periods of gestation, it would be more
appropriate to provide for a specified period of moratorium. The
Committee learn with some satisfaction that from 1962-63, the prac-
tice of advancing loans for the repayment of interest charges is
being followed only in the case of River Valley Projects during the
first period of 5 years. The normal procedure relating to Irrigation
Projects allows for the interest charges to be capitalised during the
period of construction. The write-back of such capitalised interest
§s treated as the first charge on capital recepits or on the surplus
revenues of the project after it commences working. The Commit-
tee appreciate that in view of the special circumstances obtainingy
tn the case of the river valley projects there is a justification for ad-
wvancing further loans for repayment of earlier loans during the period
of first five years. They hope that this will not be extended to those
firrigation projects which have completed 5 years. The Committes
desires that the Ministry of Finance shall ensure that fresh loans
are not given to the States for repayment of the loans advanced for
sther schemes ‘and unproductive projects.



IV. GRANTS AND LOANS FROM FOREIGN SOURCES
Para 14, Pages 18-19 .
7. The amounts of loans received from foreign sources and outstanding at the end of 1962-63 are indicated below :

(In crores of rupees)
Loans received Loans repaid .
Country from which loan was Amount Loans Rate of Interest
received of loan During Uptothe During Upto the outstanding
authorised 1962-63 end of 1962-63 end of attheend
1962-63 1962-63 of 1962-63
U.S.A. 1299:87 21654  659-72 7:60 19-10  640°00  2}tos§%*
_ U.SS.R. 383-81 31°27 126-37 979 32°92 93°45 24%
West Germany 24711 27-98 21471 12-96 61-31 153-40 31t06°5%
Canada 24-38@: 15-71 0-60 4°49 11-22 41%
Japen . ; . . . 6017 1-62 18-10 0:27 0-27 17-83 5§ t0 6%,
U.K. . . . . . 249°32 29°75 174°70 600 8-o1 6669 48t 7%
International Bank for Reconstruc- .
tion and Development - . 232°35 24°48  306°23 644 23'71 18352 4w 6%

¥



Intetaational Development Asso-
m . . . . . 133'33

Poland . . . . . 29-80
. Switzerland . . . . 11-98

Austria . . . . . 2-33

7-46 7-46 .. .. 7-46 No intérest is charged.
aservice

of % is payable on

the _amounts out-

standing,

0°19 0'19 .. o, 019 2}%

0-23 0-23 .. .- 0-23 §% above the official
discount rate of Swiss
Bank.

6%

TorAL . . 2674-s0

e e e e ——— — e —_——

*Loans from the Agency for International Dev

339°52  1423°42 43°66  149:48 1273-61°*

clopment bear only a credit fee of §°/, on outstanding amounts.

**Excludes Rs.28-93 crores outstanding in respect of the loan from Kuwait [vide foot-note under para 5(a)).
@Includes an amount of Rs. 3-67 crores authorised by the Government of Canada to finance import of Capital goods.

1
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A table broadly indicating the purposes of the loans, the projects
on which they were utilised and the terms of their repayment is
given ir Appendix IV. :

The table also gives information about the loans which were
tied to specific projects or to projects mutually agreed upon. In a
few cases the loans were for import of commodities like steel,
machinery, non-ferrous metals, etc. required to sustain industries
and the development programme as a whole.

The loans received from the United States of America include
the “American Wheat Loan” amounting to Rs. 9031 crores drawn
in 1951 for procurement of 2 million tons of wheat in U.S.A.

Al]l the instalments of principal and interest which fell due dur-
ing and up to 196263 were paid on due dates.

The Committee are glad to learn that all the instalments of

principal and interest which fell due during and upto 1962-63 were
paid on due dates.

8. The Committee desired to know whether all the projects on
which foreign loan had been utilised, were already remunerative.
The representative of the Department of Economic Affairs stated
that the projects were at various stages of completion. He promis-

ed to furnish a note stating the extent to which the projects were
remunerative.

The notes furnished by the Ministry of Finance (Deptt. of Eco-
nomic Affairs) in respect of the Hindustan Steel Ltd. and the under-
takings of the Ministry of Petroleum and Chemicals are given in
Appendices V and VI.

(The information in respect.of other projects is still awaited.)

The Committee enquired whether the return from these projects,
after they had gone into operation, was adequate to cover the inte-
rest charges on foreign loans obtained for them. The Secretary,
Department of Revenue and Expenditure stated that in drawing
up the accounts of the projects the interest charges on the loans
obtained for the projects were deducted even before the stage of
profitability was reached. The Committee pointed out that in some
cases the money was invested in the form of equily capital and en-
quired if there was any return on the equity capital in such cases.
The Secretary, Deptt. of Revenue and Expenditure agreed that it

was necessary to see whether after deducting interest charges there
was anv return on equity capital.
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The Committee would like to emphasise that the foreign loans
tied to various indusrial projects should be remunerative from the
financial point of view. The Committee suggest that the Ministry
should undertake a periodical review in order to determine how far
the projects referred to:—

(a) are already remunerative;
(b) are likely to become remunerative after some years;

(c¢) are likely to continue unproductive so far as can be fore-
seen?

V. LOANS AND ADVANCES BY THE CENTRAL GOVERNMENT

Delay in repayment of loans and interest by State Governmeits,
para 18, pages 20-22.

9. Some of the State Governments have not been regular in
making repayments of the loans advanced to them by the Central
Government although the terms and conditions of the repayment of
the loans were revised and the dates of repayment were extended
at the instance of the States. The amounts of principal and in-
terest which remained overdue from the State Governments at the
end of 1962-63 are given below:—

(In crores of rupees)
Amount Amount Earliest

of of period
Name of the State Government principal interest  to which
outstand- outstand- the
ing on ingon  arrears
) 31-3-1963 31-3-1663 relate
I 2 3 4
Andhra Pradesh . . . . .. 5.26 1956-57

Represents interest charges cn the lcans granted for financ'ng the
expenditure on Nagarjurasagar Prcject. Cut of this asum
of Rs.2.64 crores representing  the interest upto 31-3- 1962
was adjusted by the grant of a fresh lcan to that extent in

1963-64.
West Bengal . . . 1.39 0.16 1955-56
Rs. 44 lakhs towards prmmpal and Rs. 15 lakhs towards interest paid
in 1663-64.
Rajasthan . . . 1.95 1960-61

The Ministry of Imgauon and Power havc stated (July, 1963) that
on recexpt of certain mformatwn from the State Government,

B — s o Amm | mni e v ot e s o [e———
——
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I 2 3 4
action will be taken for the grant of a fresh loan to the State
to cover up this interest due.

Jamniu & Kashmir ' . . . 14.25 3.7 1955-56
Madhya Pradesh . . . . 1.95 4.32 1954-5$
Bihar . . . . . . 0.23 3.32 1962-63

Represents loans for finacing the Kosi Project and the interest thereon
Rs. 23 lakhs towards principal has been repaid during 1963-64.

Gujarat . . . . . . 0.01 1954-5$
Orissa . . . 0.17 0.59 1959-60

Relate to loans for ﬁnancmg Hirakud Dam Project-Chiplima Power
House Project. The State Government have approached the
Central Govemment for revision of the terms and conditions.

Assam . . 2.04 0.99
Arrears recovered in 1963-64.

The above figures do not include the arrears in respect of loans
granted to State Governments for the rehabilitation of displaced

persons.

The Ministry-wise break up of these loans outstanding from the
State Governments, as furnished by Audit is enclosed as Appendix
VIL - ¥

The Committee examined the representatives of the respective
administrative Ministries in connection with the delay in repay-
ment of loans and interest by the State Governments,

10. The Secretary of the Ministry of Commerce stated that out of
11 items with which that Ministry was concerned 8 items related
to the grant of loans to State Governments for the development of
handloom industry og conversion of handloom into power-loom and
three related to metric system of weights and measures.

The State Governments informed that there would be delay in
the payment of interest due to non-finalisation of terms and con-
ditions of repayment of loans. But the Ministry did not accept
this position and asked the State Governments to repay the loans.
The Committee enquired whether West Bengal Government had
sent any report about utilisation of loans and communicated the
reason for delay in realisation of principal or interest from institu-
tions etc. to whom loans were given by them. The note furnished
by the Ministry is at Appendix VIIL
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The Committee desire that the matter should be pursued viger-
ously with the State Governments concerned. They are surprised
that even terms and conditions for repayment have not been settied.

11. Explaining the present position in regard to the repayment
of loan and interest by Jammu and Kashmir Government, the Seec-
retary, Ministry of Home Affairs stated that a loan of Rs. 17.46
crores had been sanctioned to Jammu and Kashmir Government in
December, 1964 to enable them to repay the arrears of principal in
respect of old loans sanctioned by the various Ministries of the Gov-
ernment of India. As regards interest, the witness stated that the
matter was still under consideration and no decision had yet been
taken; but in the meantime, Rs. 15 crores had been paid towards
interest. The Committee enquired the purpose for which loans were
granted. The Secretary stated that the bulk of the loan was for the
purchase of foodgrains, Rs. 3 crores for meeting budget Jeficit and
about Rs. 2 crores for development schemes and a small loan for
police housing etc. The Committee hope that such occasions of giv-
ing fresh loans for the repayment of earlier loans will be fewer in
future. They would also like to be informed of the decision taken im
regard to the payment of over due interest.

12. The Committee enquired from the Secretary, Ministry of
Health whether any action was being taken regarding recovery cf
loan—principal Rs. 2:06 lakhs and interest of Rs. 5-28 lakhs—from the
Jammu and Kashmir State Government. The Secretary stated that
they were trying to effect recoveries from the State Government
and certain payments had also been made.

The Committee desire that the Ministry of Health should pursue
the recovery of the outstanding loan and interest vigorously.

13. About the repayment of loans and interest by the West Ben-
gal Government, the Secretarv of the Ministry of Food & Agricul-
ture stated that they received information about non-payment from
the Ministry of Finance on 24-6-1962 and that they took it up with
the West Bengal Government.

As regards Jammu and Kashmir, the witness stated that the ori-
ginal loans were made under the various GMF schemes. In regard
to their recoveries, they had been in correspondence with the Min-
istry of Home Affairs who had a special cell dealing with Jammu
and Kashmir. The Ministry of Home Affairs had informed that the
question was still under consideration.

With regard to Madhya Pradesh, the witness stated that certain
portions of the amount pertained to land reclamation charges by the
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CTO. State Government had some difficulty in collecting the charg-
es from the cultivators and there was correspondence since 1956. It
was decided in February, 1963 that some interest charges might be
waived. The witness added that on 12th November, 1964, they had
sent a communication to the State Government stating that if they
did not begin payment, they would have to adjust the amount
against some of the dues from the Centre to the State. The State
Government had now started making payment,

The Committee note that there has been delay in recovery of loan
from the Government of Madhya Pradesh, which partly related to
the land reclamation charges by the Central Tractor Organisation.
If the repayment is dependent on the recoveries from the cultivators,
the Committee doubt whether the State Government would be able
to collect the charges at such a distant date.

14. The Committee were informed by the representative of the
Ministry of Industry in evidence that out of Rs. 27-65 lakhs, West
Bengal Government had paid Rs. 23-54 lakhs. As regards the rea-
sons why amounts were outstanding even though they were due for
payment, the witness stated that they had to rely on the Accountant
General to bring it to their notice. After obtaining that information,
the question whether any penal rate of interest should be levied
was considered by the Finance Ministry. The Ministry of Indusiry
were still in correspondence with a number of States about repay-
ment.

Asked a question, the witness stated that these accounts werc
now kept by the Accountant General and not by the Ministry. The
Committee enquired whether in the case of West Bengal Govern-
ment against whom Rs. 10.42 lakhs were outstanding, the Account-
ant General did not inform the Ministry about the State Govern-
ment’s default. The witness stated that the Accountant General
should have informed them, and normally he did that. The Com-
mittee are surprised why the Ministry should wait for the
Accountant General to remind them about the default in any pay-
ments due from State Government. They suggest that a system
should be evolved whereby the Ministries should get periodical state-
ments from the Accounts Officers showing the position of outstand-
ing loans and interest charges.

15. The Committee were informed that in the case of Jammu and
Kashmir Government against whom principal Rs. 31:36 lakhs and
interest Rs. 15-19 lakhs were outstanding, no further payment had
been received. The Committee desired to be furnished with a note
whether the loan of Rs. 31'36 lakhs and interest Rs. 1519 lakhe
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would be adjusted against the loan of Rs. 17 crores recently sanc-
tioned by the Ministry of Home Affairs to Jammu and Kashmir Gov-
ernment for the repayment of the outstanding loans. The Ministry's
reply is awaited but it is understood from Audit that the loan of
Rs. 17-46 crores sanctioned by the Ministry of Home Affairs in
December, 1964 was to be adjusted against the instalments of prin-
cipal due upto 31st March, 1964 in respect of loans sanctioned by the
different Ministries.

From the replies given to them during evidence, the Committee
got an impression that the matter was being dealt with in a purely
routine way and not much attention was being bestowed on it.

16. The Committee are unhappy to note that in some of the cases,
State Governments continue to be in arrears in respect of payment of
interest and principal relating to loans for the periods as early as
1954-55, 1955-56 and 1956-57. While there may be genuine difficuities
in a few individual cases, they ought to be ironed out expeditiously.
The Committee are unable to appreciate such indifferent attitude in
respect of the Govt. loans. The Committee are also unhappy to note
that because of non-finalisation of terms and conditions of repayment
of loans, there have been delays in the repayment by the State Gov-
ernments. This aspect has been dealt with in the next para. The
Committee would like the Ministries concerned to pursue the cases
with the State Governments vigorously. The Committee are of the
view that the Ministry of Finance should also keep the position of
timely repayment of loans and interest by State Governments under
constant review. They should endeavour to see that the good
example set up by the Central Government in ensuring timely

payment of foreign loans and interest is emulated by the State Gov-
ernments,

Non-finalisation of terms and conditions of repayment

of loans,
para 20, page 22,

17. The terms and conditions of repayment in respect of some of
the loans advanced to State Governments have not yet been settled.
No amounts have been received from State Governments in respect
of these loans either towards principal or interest. The total amounts
outstanding at the end of 1962-63 are indicated below:

(In crores of rupees)

, Number Total Farliest
Name of the State Government of amount pericd

loans of loans  to which

the
amounts

. relate
e e e 1+ e e .

I 2 3 4

; . . . 20 6.65v 1958-59
tharat . . . . . . 21 3.18 19§4-55




L 2 3 4
Andhra Pradesh T 22 6.95 1958-59
Kerala . ' : : . ) 37 3.52 1956-57
Madras - . . . : . 31 9.52 1958-59
Maharashtra : . . : . 23 5.76 1954-55
Punjab . . : . : : 41 13.92 1953-54
West Bengal . . . : . 16 3.47 1959-60
Uttar Pradesh - . . . . a3 5.33 1958-59
Rajasthan . . . . . 47 30.93 1958-59
Jammu and Kashmir . . . 20 I1.76 1958-59
Mysore - - - - - - 21 1.75 1958-59
Orissa - - - - - 21 2.97 1955-56
Assam - - - - 35 3.27 1959-60
Madhya Pradesh . . . . 40 2.54 1954-55

The Ministry-wise break up of these loans as furnished by the
A.G.CR. is enclosed as Appendix IX.

The Secretary of the Ministry of Commerce stated that that Min-
istry were concerned with 91 items—Coir 7, Textile 45, Sericulture
34, Weights and Measures 4 and Coffee 1. The terms and conditions
were settled in respect of these items except that relating to the
loan for rubber plantations in which case correspondence was going
on with Government of Kerala because they wanted the loan to be
converted into a grant. There were 31 itemg on the same subject.
Terms and conditions had since been settled for 29 items.
2 items relating to Coir were being finalised. The witness agreed
that the practice of giving loans without settling the terms and con-
ditions was not a healthy one.

The Secretary, Ministry of Home Affairs admitted that non-set-
tlement of terms and conditions of loans before issue was not a
satisfactory position. Since, however, it was felt that it was a
domestic affair, it was not done. Loans granted to Punjab and Uttar
Pradesh were for the development of border areas and their terms
angd conditions also in the case of Madhya Pradesh were settled to-
wards the latter part of 1963. The loans in the case of Madhya Prad-
esh were actually granted to certain part ‘C’ States which were now
part of Madhya Pradesh. The terms and conditions in respect of
the loan granted to Jammu and Kashmir had not been settled. As
a large part of that loan mentioned in the Audit Report was towards
the expenditure on Jammu-Pathankot road upto Banihal Pass, it
was doubtful whether that amount could be treated as a loan. These
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amounts might have to be treated as a grant. The matter had been
congidered from time to time but no final decision had been taken.

The Secretary of the Ministry of Food and Agriculture (Deptt.
‘of Agriculture) stated that there were about 6 cases where the terms
and conditions of loans had not been settled. Now they were able
to settle the terms and conditions in 3 cases and were trying to settle
the remaining 3 cases as per advice of the Ministry of Finance. The
witness added that the present practice was that the terms and con-
ditions were settled at the time of granting loans.

The Secretary, Ministry of Health stated that as far as possible,
terms and conditions were settled first. In the particular case, on
account of urgency of the matter, it was released in consultation
with the Ministry of Finance subject to the terms and conditions to
be settled later. '

The Committee enquired from the representative of the Ministry
of Industry as to why in the case of Gujarat loans amounting to
Rs. 31:13 lakhs, terms and conditions of only one loan amounting’
to Rs. 1-47 lakhs were settled and the rest were all unsettled. The
witness stated that these were repeat loans and they were given on
the same terms as the previous loans. The terms and conditions in
all the cases of loans were settled.

Asked whether it was the policy of the Ministry not to give loans
without settling the terms and conditions the witness stated that it
would be wiser to enumerate all the terms and conditions even in
the case of repeat loans. In extenuation the witness stated that at
the present moment there was no loan in respect to which terms
and conditions were not settled.

The Committee also discussed the overall position with the Min-
istry of Finance and desired to know under what circumstances the
Finance Ministry agreed to sanction loans to State Governments
without settling the terms and conditions and further allowed the
finalisation of the terms and conditions to be delayed for several
years. ,

The representative of the Department of E.A. stated that in isola-
ted cases the terms and conditions of loans were dependent on their
utilisation and these could not be specified in the sanction. This
happened particularly in the case of loans sanctioned by the Com-
merce Ministry for utilisation in handloom and small gcale indus-
tries. As regard$ the inordinate delay in settling the terms, the
witness stated that total .lcan was sanctioned under a particular
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Head of Development and it was utilised by the State Government
on a number of schemes. Unless the State Government informed
the Accountant General or the Ministry about the actual utilisation
of the loan, the terms and conditions of the component loans could
not be prescribed. The Commerce Ministry had since taken a deci-
sion to issue certain ad hoc terms.

The witness added that another category of loans for which
terms were not settled were those relating to irrigation and power
projects. Certain loans were sanctioned in 1956-57 but the terms
and conditions had been under negotiation between the authorities
concerned and could be finalised only in 1960-61,

The Committee asked why loan to the Maharashtra Government
(sanctioned in 1954) which related to the Ministry of Finance was
given without settling the terms and conditions. The representa-
tive of the Department of Economic Affairs explained that the loan
to Maharashtra was interest free and related to the recovery to be
made from Pakistan on account of certain pension disbursements to
the pensioners who migrated from West Pakistan.

The Secretary, Department of Economic Affairs stated the loans
in question followed the pattern of Second Plan. Although the
terms (i.e. rate of interest and period) had been settled in general,
for each particular type of use e.g. agricultural or other schemes,
the rate of interest actually payable was dependent on the duration.
Until the loan was broken up and reconciled with the pattern, it
was difficult to say about duration. This rule was found unwork-
able in regard to these loans. The rules for the Third Plan had
been changed, under which the period and rate of interest were
known. The Committee desired to be furnished with a detailed note
stating why the terms and conditions of the loans advanced to State
Governments were not settled for long periods (in some cases even
for 10 years) and why the rules regarding grant of loans were found
unworkable. The notes furnished by the Ministry of Finance (De-
partment of EA) in respect of the loans sanctioned by the Minis-
tries of Health, Food and Agriculture (Department of Agriculture),
Works & Housing and one loan of Rs. 35 lakhs sanctioned by the
Ministry of Finance are given in Appendices X to XIIL A note fur-
nished by the Planning Commission is at Appendix XIV. The infor-
mation in respect of other Ministries is still awaited.

The Committee are concerned over non-settlement of terms and
conditions of the loans before their issnue. They regret to point out
that although the loans were granted to the States 8 to 10 years ago,



the terms and conditions of some of them have not yet been settled
and no repayment has been made either towards principal or interest,
If the rules were unworkable the matter should have been reviewed
earlier. They desire that the Ministry of Finance should ensure that
the administrative Ministries should settle the terms and conditions
of loans before advancing them, except where loans are made to meet
certain emergencies in which case the settlement of terms and condi-
tions may be finalised within a period of three months at the most.

Loans granted to Government owned Corporations and Private
Bodies, Para 21, page 23.

18. The terms and conditions of repayment in respect of some of
the loans advanced to Government owned Corporation, Private
Bodies, etc. have not been settled. The details of such loans out-
standing on 31st March, 1963 are indicated below:—

(In crores of rupees)

Number Total Earliest

Name of the loanee of amount  period
loans of to which
loans the loans
relate
Heavy Engineering Corporation -+ . 3 5.00 1962-63
Municipal Corperation of Dethi . 2 1.28 1962-63
Delhi Electric Supply Undertaking . I 0.32 1962-63
Banks in Goa - . . . : 2 5.25 1961-62
Shipping Development Fund Committee I 4.00 1962-63
M/s. Tata Iron and Steel Company . 1 10.00 1954
M. Indian Iron and Steel Company - 1 10.18 1954
Singareni Collieries, Ltd. - . ‘ 2 2.50 1961-62"%

Banks in Goa

Explaining the latest position in regard to the terms and condi-
tions of the two loans of Rs. 5:25 crores sanctioned to the Banks in
Goa in 1961-62 and 1962-63, the representative of the Ministry of
Finance stated that after the liberation of Goa the liability for the
money which was with the Portuguese Government was taken over
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by the Government of India. As the Banks had no assets, they were
given loans so that they might repay their creditors. The Govern-
ment of India had to act in time in order to rescue the Bank. He
informed the Committee that at present, the affairs of the Banks
were being looked into by the Reserve Bank and as soon as the
scheme of reconstruction was complete the terms of repayment
would be prescribed. The witness added that the actual amount pa1d
to the banks was Rs. 385 crores.

The Committee would like to be informed of the latest position in
regard to the enquiry by the Reserve Bank into the affairs of the

Banks in Goa and whether the terms of repayment had since been
settled.

As regards the terms and conditions in respect of the loan of
Rs. 113 lakhs paid to the Municipal Corporation, Delhi, the repre-
sentative of Ministry of Health stated that these had also been
finalised.

18. As regards the loan of Rs. 20:18 crores to M/s Tata Iron and
Steel Company and M/s Indian Iron and Steel Company, the Com-
mittee were informed by the representative of the Ministryv of Steel
and Mines that the matter was again being referred to the Tariff
Commission for advice. The Committee had suggested in para 27 of
their 25th Report (Third Lok Sabha) that the final settlement of the
advances should be expedited. The Committee regret this delay
in spite of their earlier recommendation.

In regard to the loan of Rs. 2:50 crores to Singareni Collieries
Ltd., the Committee were informed by the representative of the De-
partment of Mines and Metals that the terms and conditions had
been settled.

The Committee are concerned over the delay in settlement of
terms and conditions of repayment in respect of the loans advanced to
Government owned Corporations, Private Bodies etc. They hope that
every effort will be made to settle the terms and conditions in the
cases where these have not already been settled. They also desire
the Ministry of Finance to ensure that in future the terms and con-
ditions for repayment of such loans are fixed before granting them.

Loans and advances granted to'Private Institutions, Para 22, Page 23.

21. Details of some of the cases of loans and advances granted
to Private Institutions, etc. in which the amounts of principal and
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dnterest remained in arrears at the end of 1962-63 are shown in
Appendix XV.

(i) All-India Hanmdloom Fabrics Co-operative Marketing  Society,
Bombay. (Arrears of amount as on 31st March, 1963—Rs. 3:87
lakhs).

22. The Committee enquired why a fresh loan was sanctioned to
the All India Handloom Fabries Co-operative Marketing Society,
Bombay, when the previous loan of Rs. 3'87 lakhs was outstanding
from them by way of principal ang interest. The Secretary of the
Ministry stated that it was a co-operative society which was pro-
moting handloom business. When it was found that its resocurces
‘were not adequate, they gave an additional loan.

The Committee feel that it is not a healthy praetice (o grant fresh
Toans in cases where there is default in the repayment of previous
loans. The Committee would like to be informed of the progress of
recovery of these loans.

{ii) Delhi Garment Co-operative Industrial Society (Arrears of prin-
cipal and interest outstanding as on 3lst March, 1963—Rs. 1.86
lakhs).

23. The Committee were informed that in the case of Delhi Gar-
‘ment Co-operative Society, the amount of principal outstanding on
31st March, 1963, was Rs. 1'62 lakhs and the amount of interest was
Rs. 0-24 lakh. A liquidator had been appointed for this society.
This society had got some assets of their own like Sewing Machines
-etc.

Asked whether the assets of the society were scrutinised at the
lime of giving the loan, the witness stated that it was essentially an
act of rehabilitation and therefore, strictly according to the assets,
{here was no justification for giving the loan.

C. & AG. informed the Committee that in the first five years
upto 1961 the managing committee was entirely nominated by the
Government and from 1961 onwards five of the members of the
managing committee were nominees of the Government. Govern-
ment had an effective say in the management of this institution.

The Committee were informed that the liquidation proceedings
'had been stayed for sometime by the Chief Commissioner of Delhi
‘on an appeal by the Society. The appeal was finally rejected by the
‘Chief Commissigner.

196 (Aii) LS
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The Committee are concerned to note that although the Managing.
Committee of the Society was appointed by Government before 1961,.
and after 1961 five members of the Managing Committee were nomi-
nees of Government, the Society has gone into liquidation. The Gov-
ernment nominees should have taken steps to safeguard the interests
of Government and informed the Government about its affairs. The
Committee desire that a proper enquiry should be held into the mat-
ter. The Committee would like to know the final outcome of the
liquidation proceedings and the recovery of Government dues.

(iii) Dogra Steel Industries Ltd. Faridabad (Arrears of Principal on
31st March, 1963—Rs. 0.77 lakh).

24. The representative of the Ministry of Industry stated that in
the case of Dogra Steel Industries, they were having some difficulty
about the availability of raw materials and they could not pay the
instalments regularly. So, in consultation with the Directorate
General of Technical Development, arrangements were made to give
them some raw material and they promised to pay the next instal-
ment in March, 1965. No legal action was taken to impound their
machinery because they had promised to pay.

The Committee enquired when this concern indicated to the
Minijstry about the raw materials difficulty faced by them, the wit-
ness stated that it was brought to their notice only within the last 6
or 7 months. In consideration of the difficulties faced by the firm
as a special case the Government alloweq the firm on 14th Jane,
1961 to pay the then outstanding amount within 6 months and the
balance in the next two subsequent instalments, by the end of
March, 1962. The firm approached Government again in September,
1961 for extension of time and their request was turned down. The
witness further stated that as the firm continued to default, a re-
gistered notice was issued on 23rd January, 1963 asking them to dis-
charge their liabilitv. As the firm haq failed to honour its commit-
ments and had defaulted, it was decided to take legal action against
them for the recovery of the amount due from them. The papers
were hander over to the Ministry of Law and after completion of
necessary formalities on 14th May, 1964, a demand notice was issued
to them. Their reply to the demand notice was now under ccn-
sideration. It was in reply to that that they had started pleading
the difficulty regarding raw materials.

Asked a question, the witness stated that as on 81st March, 1964
the amount of principal due was Rs. 85,907 and the amount of inter-
est due was Rs. 18,119,



”,
The Committee are unhappy at the halting manner in which the
recovery of the principal and interest has been processed by the

Ministry. They desire that nccessary action should be taken in the
matter to recover the outstanding amount,

(iv) Loans by Rehabilitation Finance Administration Unit,

25. As on lst January, 1963, out of the loans given by the Rehabili-
tation Finance Administration, the principal and interest overdue
amounted to Rs. 373-00 lakhs and 130 lakhs respectively.

Expla’ning the latest position regarding recovery of loans advanc-
ed by the Rehabilitation Finance Administration Unit the represen-
tative of the Ministry of Finance stated that the total amount of
loans  (including nterest) outstanding as on 1st Janu-
ary, 1961 was Rs. 434 lakhs in the FEastern Region
and Rs. 206 lakhs in the Western Region totalling
Rs. 730 lakhs. Recoveries made from 1st January, 1961 upto 30th
November, 1554 in cash were Rs 43 lakhs and .Rs. 36 lakhs in the
Eastern and Western region respectively, making a total of Rs. 79
lakhs. Rs. 171 lakhs were recovered in the Western region by way of
adjustment of compensation claims. No such adjustment was possi-
ble in the Eastern region. The total amount recovered by way of
cash or adjustment was Rs. 250 lakhs. The amount written off upto
30th November, 1964 was Rs. 57 lakhs in respect of 900 accounts in
the Eastern region and Rs. 14 lakhs in respect of 1464 accounts in
the Western Region. totalling Rs. 71 lakhs in respect of 2364 accounts.
The amounts outstanding on 30th November, 1964 in the Eastern and
Western region was Rs. 382 lakhs and Rs. 98 lakhs respectively. Out
of the loan of Rs. 728 lakhs disbursed in the Western region. Rs. 830
lakhs were collected before 1st January., 1961 and Rs. 207 lakhs
thereafter including the interest and another 50 lakhs were expected
to be recovered. In the Eastern Region out of the total loan of
Rs. 394 lakhs, the amount collected including interest was Rs. 12793
lakhs,

The reasons for the unsatisfactory position in the Eastern Region
were stated as (i) inadmissibility of any compensation pavable for
the properties left in East Pakistan (ii) non-utilisation of the loans
in 65 to 70 per cent, of cases for the purpose for which these had
been granted; and (iii) disturbance in the business of the loanees
caused by the language riots and floods in Assam. The bulk of the
outstanding dues relate to the Eastern Region.

The Committee feel concerned over the slow progress of recover-
ies of the loans hdvanced by the Rehabilitation Finance Administra-
tion. Out of the total amount of Rs. 730 lakhs (Rs. 434 lakhs in the
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Eastern Region and Rs. 296 lakhs in the Western Region) as on 1st
January, 1961, the amount outstanding as on 30th Navember, 1964
was Rs. 480 lakhs (Rs. 382 lakhs in the Eastern Region and Rs. 98
Iakhs in the Western Region). The Committee desire that vigorous
efforts should be made to expedite the recoveries.

The Committee observe that in respect of 2364 accounts in the
Eastern and Western Regions loans totalling Rs. 71 lakhs were
written off upto 30th November, 1964. The Committee would like
to know in how many of these cases the loans had to be written off

due to the irregularities committed in the grant of loans at the initial
stage viz.:

(a) disregard of the advice given by the local authorities/field
staff, etc.

(b) failure on the part of the officials to obtain proper security,
and

(c) bad financial position of the borrowers.

Central Government Finance Accounts (1962-63)—(i) Guarantee
given by Government of India, to the Bombay State Financial
Corporation in respect of a loan given by the Corporation to one
individual (ii) sum of Rs. 48°1] lakhs due to Government from
the same individual. Item (V) of statement No. 5, page 46.

26. The individual has purchased an evacuee property known as
Ahmed Mills at Ambarnath and has mortgaged it to the Government
of India alongwith certain other property situated at Ambarnath.
The Bombay State Financial Corporation has agreed to advance to
the individual a loan of Rs. 7 lakhs with interest at 63 per cent. per
annum for running the Mills on the security of a second mortgage
of the property. The first mortgage is in favour of the Government
of India in respect of Rs. 48,11,000 due to the Government from the
individual. The entire loan of Rs. 7 lakhs has been guaranteed by
the Government of India.

The Committee enquired what were the considerations for which
this individual was allowed to take over an evacuee property when
he was unable to pay a large sum of Rs, 48.11 lakhs. The represen~
tative of the Ministry of Rehabilitation stated that Government had
tried for 6 years to sell the property, but the maximum offer received
was Rs. 22 1akhs. This individual purchased it for Rs. 88.11 lakhs out
of which he paid Rs. 20 lakhs in the form of claims purchased by
him in respect of properties left in Pakistan. The balance of
Rs. 48-11 lakhs was to be paid in seven instalments.: Later, on a re-
presentation from the individnal, the number of instalments was in-



31

creased to 10. Asked whether there was any default in payment of
the instalments the Secretary, Deptt. of Revenue and Expenditure
stated that out of the sum of Rs. 48.11 lakhs, the loanee had paid
Rs. 13.67 lakhs and an interest of Rs. 8.9 lakhs. There had been de-

fault in payment and an application for further extension of time
was under consideration.

The Committee asked about the present position of the repay-
ment of the loan of Rs. 7 lakhs which was guaranteed by the Gov-
ernment of India. The representative of the Rehabilitation Ministry
stated that out of this guaranteed loan of Rs. 7 lakhs he withdrew

only Rs. 5 lakhs out of which he had repaid Rs. 3.34,900, the balance
due from him being Rs. 1,65,000.

The Committee enquired whether the Ministry had gone into the
reasons for default and made enquiries about the working of the
mill i.e., whether it was making profit or not. The representative of
the Ministry of Rehabilitation stated that the individual had re-
presented to the Ministry that because of difficulties about wool quota
and of foreign exchange and other things he was not in a position to
work the mill fullv and get all the required production.

The Committee desired to be furnished with a detailed note show-
ing the details of repayment of instalments due from him whether
the concerns which he took over were making any profits and whe-
ther there were any other cases in which anv evacuee property,
factory or industry were sold by private negotiation without open
tenders. The note furnished by the Ministrv of Rehabilitation is at
Appendix XVI.

From the note furnished by the Ministryv it is learnt that the
total balance still to be recovered from this individual on account of
principal out of Rs. 4811 lakhs is Rs. 34.43.886-12.

According to the individual, his mill has made a profit of Rs. 12: 50
lakhs and Rs. 3 lakhs during the vears 1961-62 and 1962-63. The in-
dividual has submitted an application requesting for further re-
laxation in the terms of payment which is under consideration. The

proposal of this individual regarding payment of instalments is as
vnder:—

(i) That he may be allowed to pay the balance amount plus
interest in 10 vearly instalments. The first instalment
thereof 10 be treated as due on 1st July. 1965.
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OR

(ii) That he may be allowed to pay the balance amount in
monthly instalments of Rs. 25,000 each.

OR

(iii) That he may be allowed to pay the balance amount in
yearly instalments of Rs. 4,00,000 each which will also
include interest.

The grounds on which he wants the period to be extended are
stated to be “due to Emergency declared after the Chinese attack,
import licences had been steadily reduced and the licences for the
current year were about 1/3rd of those which were issued to this in-
dustry in 1961. This drastic cut had resulted in acute shortage of
raw materials, as a consequence of which not more than 40 per cent.
of the installed capacity was being employed. To strengthen the
foreign exchange reserves of the country, the Government of India
were laying stress on maximum of exports of woollens. Exports
markets required rigid quality control which was difficult to main-
tain with old machinery. He had obtained licences for the import
of the machinery to the value of Rs. 30,00,000 for the modernisation
and rehabilitation. All that required further expenditure which he
was unable to meet.”

The Committee regret to observe that the Ministry of Rehabili-
tation followed an unusual procedure in selling the Mill to the in-
dividual by negotiations and also agreeing to receive the payment in
instalments. According to the Ministry's note there are no other
evacuee concerns which were sold by negotiations to individuals.
Further, it was only in the case of one concern that the pavment was
to be made by instalments and in the other cases the purchasers were
required to make payment in lump-sum.

The Committee note with surprise the following further conces-
sions given to this individual without much merit:

(a) The individual was originally allowed to pay the amount
in 7 instalments instead of lump-sum as usual.

(b) The rate of interest for repayment of the loan is consider-
ably low,i.e., 4} per cent. (while the market rate is more
than 10 per cent.).

(¢) The individual has been allowed to repay the loan in 10 in-
stalments instead of 7 fixed originally.

(d) Government has guaranteed a loan of Rs. 5 lakhs taken by
the individual from the Bombay State Financial Cor-
poration.



It is also understood from Audit that the party was continuously
in default in repayment of the instalments as shown below:—

Due dates for the instalments Balance which remained
unpaid on the due dates
in column 1.

(In lakhs of rupees)

30-10-1961 . .. 3:00
20-10-1962 .. . 2:95
20-10-1963 . . 548
20-10-1964 .. .. 6:57
Amount paid after 20-10-1964 .. 1:00

Total amount remaining overdue on
20-10-1964 . .. 5-57

The levy of a higher (penal) rate of interest was not considered
even when the party was found to delay the repayment of instal-
ments. Y . 7Y

The Committee feel that when the extension was given, the rate
of interest should have been revised and the prevailing market rate
of interest should have been charged. The Committe have a feeling
that such a low rate of interest—4} per cent.—is an inducement to
delay the repayment of the loan. The Committee recommend that
the Government dues should be recovered forthwith. If, however,
any extension of time has to be given, at least the rate of imterest
should be raised to bring it in conformity with the present market
rate and in the event of default in repayment of instalments, a penal
rate of interest should be prescribed. The Committee desire that
while considering the application of the individual, the Ministry
should also carefully take into consideration the concessions already
enjoyed by the individual and the fact that his mill was making
profit.

New DEeLHT;
April 20, 1965.

Chaitra 30, 1887 (Saka).

R. R. MORARKA,
Chairman.
Public Accounts Committee.



APPENDIX I

(vide paras 3 and 6 of the Report)

Statement of action taken on the recommendations of the Public
Accounts Committee—9th Report (3rd Lok Sabha)

MINISTRY OF FINANCE

Recommendation of the Committee (Text).—“The Committee
would commend the suggestion of the Comptroller and Auditor
General viz., imposition of a lump sum cut by the Ministrv of Finance
in respect of overall provision under a grant, in respect of which
savings are a recurring feature to the Ministry of Finance, as it ap-
pears to hold a prospect of reaching the overall net targets laid down
in the estimates. In the implementation of this suggestion, it would
be necessary to see during the periodical review of the progress of
expenditure that shortfalls in expenditure anticipated in respect of
individual schemes are declared in time so as to avoid the contin-
gency of going for unnecessary supplementary grants.”

[Serial No. 6 of Appendix V to the 9th Report (3rd Lok Sabha)]

Action taken by Government (Text of Note/Memo. etc.).—The
revised arrangements for budgeting and financial control introduced
in 1962 provide that budget proposals should be prepared by the
Ministries in greater detail and with as much precision as possible
and referred to the Finance Ministry a few months earlier than usual,
to enable the latter to make a detailed scrutinv of the same. The
provision finally accepted by the Finance Ministry for inclusion in
the Budget take into account past performance, spending capacity and
other relevant considerations. If savings occur, it is mainly because
neither the administrative Ministties nor the Finance Ministry are
in a position to anticipate precisely, at the Budget stage. the factors
which ultimately lead to such savings. A lump sum cut on the basis
of past trends may often render the estimates completely unrealistic.
It would also carry the risk of encouraging the tendency to propose
higher figures thereby nullifying the very object of the cut. particu-
larly if the administrative Ministries are to be allowed to proceed on
the basis of the original estimates (i.e. without the lump sum cut)
as suggested in the earlier part of para 6 of the Réport. Tt miight
also result in a large number of supplementary grant thus increasing
work all round. The imposition of a lump sum cut in the overall
provision under a grant as recommended by the Committee over and
above the detailed cuts made during normal budget scrutiny, or the

Y
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exhibition of such cuts in the printed budget, would not be advisable-
or practicable. The proper course would seem to be to continue to:
attempt as close an approximation as possible between the budget
estimates and the final actuals.

As regards surrender of savings in expenditure instructions al-
ready exist to the effect that anticipated savings should be surren-
dered as and when noticed without waiting till the end ¢! the year
(vide Note 1 below Rule 69 of G.F.Rs, 1963, und Finance Ministry
O.M. No. F.8(9)-B/61, dated 22-10-1962).

Recommendation of the Commitiee (Text) —"The Committee-
jearnt during the course of evidence that the net burden of interest
on revenue had to be rated at a much higher figure than shown above,
because barring the railways, the parties in receipt of the Gov-
ernment of India loans paid interest out of fresh borrowing from.
Government of India. . The Committee noted this with surprise.
They would like to know the principle, if any, on the basis of which
this practice had to be resorted to in such a large measure. The-
Committee are of the view that, when the recipients utilised the
loans on projects involving long period of gestation. it would be more
correct to provide in the sanctions to the loans themselves that pay-
ment of interest would commence after a specified period. They urge:
that healthy practice must be set up in regard to recovery of loans
and interest.”

[Serial No. 14 of Appendix V to the 9th Report (3rd Lok Sabha)]

Action taken by Government (Text of Note Memo, elc.).—It
appears, the Committee are objecting to the practice of grant of loans
to borrowers to enable them to discharge their interest liability in
respect of earlier loans. Their suggestion would appear to imply
that there should be an interest free holidav or at least a moratorium
during the first few vears of the period of construction. The Com-
mittee had made a somewhat similar recommendation in para 54 of
their Eighteenth Report (Second Lok Sabha). citing in support the
practice followed by the World Bank. In reply. they were informed
that the World Bank did not allow any moratarium on interest in
respect of the loans advanced by them. [Vide O.M. No. F.8(53)-B " -
39, dated 19-6-1962.]

So far as information is available, loans for the repavment of inte-
rest charges are advanced only in the case of River Valley Projects.
The Committee had already been informed that the normal procedure
relating to Irrigation Projects allows for the interest charges to be
capitalised during the period of construction. The write-back of
such capitalised interest .is treated as the first charge on capital
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receipts or on the surplus revenues of the project after it commences
working.

In the case of loans to public sector undertakings, however, since
the money is advanced out of Government’s own borrowings on which
interest is payable, there is no reason why the undertakings in ques-
tion should not be made liable for the interest liability right from

“the very beginning. Moreover, while it has been accepted as a policy

that there should be a parity between the loan and equity capital ad-
vanced to public sector undertakings, it has also been conceded that
the grant of loans need not run pari passu with the equity invest-
ment. In other words, wherever justified, the initial requirements
of the undertakings, before they become revenue earning, are ex-
pected to be financed by capital investment which does not involve
any liability for the payment of interest. But where loans are given
and accepted by the undertakings, they carry the liability for the pay
ment of interest. It is not, therefore, usual to allow any moratorium
for the payment of interestt An exception was made in
the case of Hindustan Steel where the 1loans advanced
were consolidated into a single loan as on 1-4-1962 without carrying
any liability for the payvment of interest for the earlier period. This
special treatment was given mainly because it would not have other-
wise been possible for this new public sector enterprise to compete
with the well-established Steel producers in the private sector. Such
a course was in fact recommended by the Committee in para 54 of
their 18th Report (2nd Lok Sabha).

On the whole, therefore, it is felt that there would appear to be
nothing objectionable in the grant of loan for repayment of interest
in certain cases e.g. River Valley Projects. The rule that where loans
are given to projects interest should be charged in the normal man-
ner, is considered to be sound.

In the circumstances, it is hoped that the Committee would per-
haps agree to the status quo being maintained.



¢*APPENDIX I
(vide para 4 of Report)
" MINISTRY OF HOME AFFAIRS

Points on which the Public Accounts Committee desired to be fur-
nished with further information at their sitting held on the 30th
January, 1965

Audit Report (Civil), 1964

Para 5:

1. A statement showing the break up of expenditure on Police
for the years 1962-63 and 1963-64 and reasons for increase in the
same may be furnished.

NOTE
Expenditure d ring Expenditure during
1962-63 1963-64
(in crores of rupees)
23-30 25-07

The break up of the above expenditure is given below:—

(!n crores of rupees)

Recov- Recov-
Gross  cries Net Gross erics Net  Variations

For 1962-63 For 1963-64
Police . . . 10.26 0.06 10-20 12.81 0.35 12.46 +2.26 (@)
Delhi . . . 2.50 .. 2.50 278 . 2.78 +0.28 (b)
AN. Islands . . .35 .. .35 .25 . .25 —o0-10(c)
L.M, and A Islands .. .. - - .. . @
Himachal Pradesh . .75 .. .75 .28 . .25 —0.5¢
Manipur . . .77 .. 7 12 (12 a=0.65 % (o)
Tripura . . .82 .. .82 15 .. .18 -—o.67j

15.45 0.06 15-39 16.36 0.35 16.01

Tr bal Arcas 7.20 0.78 6.42 8. 28 0.81 47 1.0
Naga Hills & Tuensang 7 AT F108
Arecas . 1-48 .. 1.48 1.57 . w=].87 4009 )
Dadra and Nagar
Haveli Areas .0t .. .01 .02 .. .02 +0.01
Torar . . 2414 0.84 23.30 26.23 1.16  25.07 +1.77

37
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Reasons for the variations are as under:—-
(a) Police: The excess of Rs. 2.26 crores js due to—

(i) raising of Police Battalions for the I.'T.B. Police Force
towards the end of 1962-63;

(ii) strengthing of Border Check Bosts; g

(iii) raising of more armed Police Battalions by State Gov-
ernments on behalf of Central Government for inter-
nal securitv; and

(iv) more expenditure on C.R.P. on account of raising of
four additional companies and purchase of more
equipments and stores during 1963-64.

() Dethi . « The increase due 1o additional posts
sanctioned in connection with National
Emergency and also as a result of re-
arganisation ol Delhi Police.

(¢) A, & N. Islands -+ Saving is mainly due to exclusion of the
clement of cxpenditure incurred during
1962-63 on adjustment of duty pavable
on import of two units of Coastal Patrol
Vessels and purchase of 30 (SCR-2¥4)
Trans. Receivers,

(d) L.M. & A Islands The excess of Rs. 1000 - {Rs. 18000 tor
1963-64 minus Rs. 17000 for 1962-63)
is  due to adjustment of leave salary
condtributions of previous years in respect
of  police personnel on deputation basis
during 1963-64.

{e) H.P., Manipur. Savings arc as a result of coming into force

Tripura - the Government of Union Territories
Act 1963. ‘The un-spent balances  as
on 30-6-1963 in respect of Himachal
Pradesh, Manipur and ‘I'ripura
were surrendered.

{(f Tribal Areas, Naga Due to strengthening of Police Forces in

Hills, Tuensang Areas these Areas.

and Dadra& NH

Of this, the expenditure on Border Police during 1962-63 and
196364 is Rs. 10-28 crores and Rs. 10-54 crores respectively as de-
tailed below:—

Grant 1962-63  1963-64
(Rupees in crores)
Police . . . . . : . . 0.69 1,74
Himachal Pradesh : . . . : : 0.75 0.2§
Manipur - . : . . : . . 0.77 0.12
Tripura - . - . : . . . 0.82 0.15§
Tribal Areas . . . ‘ . . . 7.20 K. 28
10.23  10.54
The rest of the expenditure was incurred on other territories.
The note has heen vetted by Audit. .
Approved by (A. SEN)

Joint Secretary to the Gouvt. of India.

v



APPENDIX M
(\lride para 5 of Report)
No. F. 8(8)-B/63
GOVERNMENT OF INDIA
MINISTRY OF FINANCE
Department of Ecortomic Affairg

{Budget Division)
New Delhi, the 2nd December, 1964.

MEMORANDUM

SusJecT: —Ninth Report of the Public Accounts Committee (Third
Lok Sabha)—Memorandum on the recommendations of the
Public Accounts Committee in regard to the Borrowing Powers
of Government.

In paragraph 15 of their Ninth Report (Third Lok Sabha) the
Public Accounts Committee had made the following observation:

“The Committee feel that the existing manner of getting
parliamentary approval to the borrowing programme
of Government does not provide satisfactory oppor-
tunity for an intelligent appraisal in Parliament of
the issue involved, which would be afforded, if there
were a specific debate thereon. They understand that
the practice established in the United Kingdom, Canada,
Ceylon and the United States of America was to obtain
the approval of the legislature either specifically be-
fore going to market for loans or to restrict the borrow-
ing programme to the limits prescribed by the legisla-
ture. The Committee, therefore, suggest that a study
might be made of the procedures followed in this re-
gard in various democratic countries (as agreed to by
the Secretary, Ministry of Finance during evidence),
so as to arrive at a method of obtaining specific ap-
proval of Parliament to the borrowing programmes
that would suit the needs of our developing economy.
The result of this study should be communicated to
the Committee at an early date..........
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The Government of India have since ascertained the procedures
followed in the United Kingdom, Canada, U.S.A. and Ceylon. A
brief account of the practices and procedures of Parliamentary
control over Government borrowing in these countries is given be-
low:

(A) The United Kingdom

(1) The National Loans Act, 1939 empowers the Treasury to raise
money required for meeting any supply which has been granted by
Parliament and in addition a sum not exceeding £250 million; or
for the repayment of any maturing loans or Treasury Bills or ways
and means advances.

(ii) The above power to raise money also applies to raising
money outside U.K. whether in Sterling or any other currency, but
excludes National Savings Certificates etc.

fiii) For the purpose of raising money, the Treasury may create
and issue such securities as they think fit. The rate of interest and
other conditions as to repayment, redemption etc., are to be deter-
mined by the Treasury. '

(iv) The Annual Appropriation and Consolidated Fund Acts em-
power the Treasury to borrow by the issue of Treasury Bills or by
taking ways and means advances to meet temporary requirements.

{v) The Statutes Authorising Local Authorities to borrow from
the Treasury within specified limits also empower the Treasury to
borrow moneys required for the purpose.

{vi) The Treasury may borrow without limit for certain specific
purposes, including those connected with the country’s foreign
exchange position e.g. provision of additional Sterling Capital for
the Exchange Equalisation Account and the maintenance of the
value of UXK.s subscription to IM.F. and 1L.B.R.D.

(B) Canada

(i) The Financial Administration Act provides that no moncy
shall be borrowed or security issued without the authority of
Parliament. Such authority is usually provided through the Annual
Appropriation Acts.

(ii) The Financial Administration Act provides authority to the
Governor General-in-Council to authorise the Minister of Finance
to borrow money for a period not exceeding 6 months where the
resources of the Consolidated Fund are insufficient.

(iii) Where authority is conferred by Parliament to borrow
money, the Governor General-in-Council may atthorise the Minis-
ter of Finance to borrow money by the issue and sale of securities
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in such form and on such terms and conditions as the Governor
General-in-Council may approve.

(C) USA.

(i) The First Liberty Bond Act 1917 authorised the Secretary of
the Treasury with the approval of the President to borrow up to § 5
billion subject to such terms and conditions and rate of interest not
exceeding 3} per cent per annum as the Secretary of the Treasury
may prescribe. In addition, the Treasury was authorised to issue
Certificates of indetedness upto $ 2 billion payable within one vear
from the date of issue. The Act also required that the bonds would
not be issued at less than par.

(ii) The borrowing limits have been raised steadily by the suc-
ceeding Acts, the present limit being $ 315 billion, the rate of
interest being limited to 4'25 per cent. The present limit includes
moncys raised through Certificates of Indebtedness, Teasury Bills,
etc.

(iii) The Acts passed in certain years also prescribed the limits.
of maturity in years up to which or between which, bonds or securi-
ties may be issued.

(D) Ceylon

(i) The borrowings are required to be made through a Monetary
Board constituted under the Monetary Law Act.

(ii) The Ceylon Development Loans Act empowers the Mone-
tary Board to raise loans not exceeding Rs. 600 million for expen-
diture on work connected with or incidental to the development of
Ceylon.

(iii) The Treasury may borrow by issue of Treasury Bills, sums.
not exceeding amounts specified in the related resolution of the
House of Representatives.

(iv) While the Ceylon Development Loans Act authorises the
raising of loans in the United Kingdom and from the 1L.B.R.D., the
Foreign Loans Act empowers the raising of loans from other foreign
sources. No limits for such borrowings have been prescribed.

3. The Government of India are empowered under Article 292 of
the Constitution to borrow upon the security of the Consolidated
Fund of India within such limits, if any, as may from time to
time be fixed by Parliament by law. No such law has been enacted
by Parliament so far, and consequently there are at present no
statutory limits within which the Government of India may raise
loans both internally and externally. The question of prescribing
such limits was ralsed by the Estimates Committee in their Twen-
tieth Report (Second Lok Sabha) and again in a Private Member'’s
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Resolution in Lok Sabha in August 1959. It was explained on behalf
-of Government that the provision in the Constitution was permis-
‘sive and not mandatory. Further Government’s borrowings were
made within the framework broadly envisaged in the Five Year
Plans and in any case in the programme indicated in some greater
detail in the annual budgets. Parliamentary control over Govern-
ment’s borrowings was thus secured when the Five Year Plans as
well as the annual budgets were discussed in Parliament. Moreover,
rigid statutory limits would hardly be practicable in the context
of the development plans of Government. While the object in view
would hardly be served by prescribing very wide limits of borrow-
ings, narrow limits would result in frequent amendment cf «tatutes.
Parliamentary control over borrowings through annual budgets was
therefore the more practicable and preferable course. Neither the
recommendation of the Estimates Committee, nor the Private Mem-
‘ber’s Resolution in Lok Sabha for prescribing statutory limits for
‘Government’s borrowings was consequently pressed.

4. The extent of Government’s borrowings which is feasible hav-
ing regard to the likely murket conditions and the savings in the
economy are indicated both in the Five Year Plans and the annual
Budgets of the Government. These also show the proposed borrow-
ings under such heads as Permanent Debt, Floating Debt and Debt
raised outside India. The timing and the terms and conditions on
which the borrowing may be made are not however set forth in
the Budget documents since these are settled in the light of the
advice of the Reserve Bank of India and after taking into account
the market conditions prevailing at the time the borrowings are to
be made. Thus, while it is not practicable to arrange for Parlia-
mentary control over the terms and conditions of Government'’s
borrowings, the present arrangement does not detract from Parlia-
mentary control over the extent of Government's borrowings. More-
over, in the ultimate analysis, whatever the extent of loans raised
the outgo from the Consolidated Fund to which the loans are credit-
-ed, whether in the form of expenditure or repayment of loans and
treasury bills, is fully covered by Parliamentary control through
enactment of Appropriation laws.

8. In all the circumstances. Government are satisfied that no
real advantage would be secured by preseribing statutory limits en
-Government's borrowings.

A. R. SHIRALI
Director (Budget)
‘To
The Chairman & Members .
of the Public Accounts Cognmittce.



APPENDIX 1V

(vide para 7 of Report)

Statement showing details of projects on which loans from foreign
sources were utilised

{In crores of rupees).

Name of loan with amounts
authorised and drawn upto Remarks
the end of 1962-63.

Loans from U.S.A..

() American Wheat Loan: Drawn in 1951 for procurement of
Authorised Rs. 90-31 2 million tons of wheat in U S.A. Re-
Drawn Rs. go-131 payable in 60 semi-annual instalments

from June, 1957 with interest at
24°%.

Repayment of principal and pavment of
interest from December, 1948 to
June. 1967 have been postponed
under an agreement with the U.S,
Government.

(4} Asian Economic Development Represents value of conunodities and

Fund lLoan : services for development of QOrissa

Authortsed Rs. ¢-02 Iron Ore Projects {Improvement of

Drawn : Rs. 6-33 Railway and port faciiities tor the
project. .

Repavable in 31 halfevearly instalments
beginning 3 vears: after the first dis-
btursement: with interest at 4%,.

(ud) Developinant Assistance  Urilised mainly for g acquinng steel
Loans : material and equipment for Railway
Authorised ¢ Rs. 6161t Rehabilitation and  Expansion, {b)
Drawn - Rs. 61-91 augmenting fertilizer supply and )

Rihand Valley Development.  The
loans were received partly in Jollars
and pardy in rupees and are repava-
ble over a period of 3—40 vears with
interest at 49,

(iv) Loans under P.L. 480 Culised o1 various Jdevelopment  pro-
Authorised @ Rs, §18-07 jects.  The projects are selected by
Drawn : Rs. 212-32 the Government of India, but should

43

195 (8i1) LS—4¢



(In crores of rupees)

—— ——

Name of loan with amounts
authorised and drawn upto Remarks
the end of 1962-63

be acceptable to the U.S. Govern~
ment. The projects are initially finan-
ced from the Central or State Govern~
ment resources like other Plan Pro-
jects and the actual expenditure.
incurred is drawn from the U.S.
authorities on re-imbursement basiss
Some of the large projects financed
are irrigation and power projects
in various States (notably Chambal,
Nagarjunasagar and Kosi), National
Highways, etc. The loans arc repay-
able in 40 vears with interest varying
from 3 to §%.

() Loans from the Development Till October, 1959, the loans were avai-
Fund (now Agency for Inter- lable for purchascs on a global basis,

national Development) : but since then, the loans arc largely
Authorised : Rs. 374°24 tied w¥procurement of goods and
Drawn : Rs. 204-36 services having their origin in U.SA.

The loans have been utilised mainly
for acquiring stecl, cquipment ctc.
for Railway development projects and
power projects. But 3 loans of Rs.
219-05 crores have been made availa-
ble for import of commoditics like
steel, machinery, non-ferrous metals
required for industries and the de-
velopment programme as a whole.

The loans are repayable in rupees in
semi-annual instalments varying from
9 to 4o, with interest of 33°,—
s§%. The loans drawn from the
A.I.D.. are however. repayable in
dollars over a course of 40 ycars
and bear no interest but only a credit
fee of 39,

{(o1) Loans from the U.S. Export Utilised mainly for (a) import of machi-

Import Bank: nery, equipment and scrvices for
Authorised : Rs, 113-96 irrigation, reclamation and power pro-
Drawn : Rs. 84-46 jects,

(b) import of equipment and tools for
various industries,

(¢) purchase of 3 Bocing aircraft by

Air India.

7 o e st i i e - e e e e e — -



Name of loan with amounts
authorised and drawn upto

the end of 1962-63

IT. Loans from U.S.S.R.

()

(i)

(i)

()

(v)

Bhilai Loan:
Authorised : Rs. 6480
Drawn Rs. 64-80

Barauni Credit:

Authorised : Rs. 1191
Drawn Rs. 9-53
Drugs Creait

Authorised @ Rs. y-52
Drawn Rs. ©-96

Credits tor Industrial Enter-

prises .
Authorised : Rs. 5s9-53
Drawn Rs. 34-76

Credits for the Third Five
Year Plan. .
Authorised : Rs. 238-11
Drawn . Rs. 16-32

45
(In crores of rupees)

Remarks

Repayable in 20—30 semi-annual instal~
ments with interest at s} 53.%

For the Iron and Steel Works at Bhil
in the shape of plant and equipmen;
purchased in U.S.S.R. and expense
on training of Indian personnel in
U.S.S.R.

Repavable in 12 instalments with in-
terest at 24°¢;.

Represents value of contracts entered
into with Soviet Organisations for
supply of equipment, material, etc,
tor the Qil Refinery at Barauni.

Repayable in 12 annual instalments with
interest at 219,

For supply of plint and machinery.
technical assistance, ete. for Drugs
projects like Antibiotics Projects at
Rishikesh, Siynthetic Drugs Proiect
at Hyderabad and the Surgical Ins-
truments Projects at Madras.

Repayable in = vearly instalments with
interest ut 24°,.

Mainly in the shape of plant. equipment
drawings, etc. for the Heavy Machine
Building Plant at Ranchi Coal Mining
Machinery Plant at Durgapur and the
Thermant Power Station at Nevveli

Repayvable in 12 unnual instalments with
interest at 24°%,.

For expansion of Bhile! Steel Plant, Heavy
Machinery  Plant ar Ranchi, Hydro-
electric Power Station at Bhakra, etc.

Repayable in 12 annual instalments with
interest  at 2§°,.




Name of loand with amounts
upto

authorised and drawn
the end of 1962-63

46

(In crores of rupees)

e e et it i

Remarks

TII. Loans from UK.

{1 Dureanur Credits :
Authorised : Rs. 20-00

Rs. 15:53
Drawn : Rs. 20:00
Rs. 15-:33

(i) U.K. India (Qil-Pipeline)

Credit :
Authorised : Rs. 4-00
Drawn : Rs. 3:96

For establishment of Durgapur Steel
Plant. The loan of Rs. 20 crores is re-
pavable in 4 annual instalments com-
mencing from Julv, 1066 (with interest
ranging betwecn <°; and 3%
The other credit of Rs. 15-33 crores is
repavable in § semi-annual instalments
from 1-1-62.

For Naharkativa Oil Pipeline Project.
Repavable in 6 half vearly instalments.

i1 UK. India (General) Credit: Not tied to anv proiects, but utilised for

Authorisad : Rs. 85-63
Drawn Rs. 8333

‘1Y Credits for the Third Plan

Authorised : Rs. 126-67
Drawn : Rs. 51-9%

IV. Loans fram West Germany.
1y Rourkela Credits:

Authorised : Rs. 771y
Drawn ‘Rs. 7404

{17y Rourkela Prolongation

Credit:
Authorised: Rs. 49-21
Drawn : Rs. 49-21

import  of capital gnods required for
engineering, clectrical. chemical and
textile industries.

Repavable over a period of 15 vears,

About Rs. 37 crores are tied to  specific
projects like Heavy Electrical Project at
Bhopal, Hindustan Cables, Oil  and
Natural Gas Commission. etc. The
balance is untied and is utilised for
import of capital goods for the develop-
ment programme as a whole.

Repavable in about 20 vears.

Represents cost of machinery, etc. from
West Germany for Rourkela Steel
Plant.

Repayable over a period of 3 vears with
interest at 6-3°, .

For financing the repayments falling due
in respect of the louns for Rourkela
Steel  Plant.




.

Name of loan with amounts
authorised and drawn upto

the end of 1962-63

47

(In ciures of rpeg)

Remarks

(11)Other Credits
Authorised: Rs. 125-32
Drawn : Rs. 91:37

\". Loans from Capada-Wheat loan:

Authorised: Rs. 15-71

Drawn : Rs. 15°71

V1 loars from Japan:

7t . Export-Import Bank Credit:

Authorised : Rs. 22-07
Drawn : Rs., 1811

(1) Credit for Third Plan
Authorised : Rs. 38-09

Drawn

VI1I1. l.oans from Poland :

Credits for Third Plan
Authorised: Rs. 29 R0
Drawn c Rs. o019

VIl lLoans from Switzerland :

Credit for Third Plan:
Authorised © Rs. 1198
Drawn Rs. ©0-23

Repayable over a period of 12 10 13 years
(Rs. 11-16 crores was howcver, repay-
able in 4 years) with interest at §}—
s300).

These loans were completely  untied
They include 4 cash credits totalling
Rs. 60-50 crores to be utilised in
any manner for maintenance of deve-
lopment projects ; the balanc: heing
for importing capital goods.

Repavable over a period of 15—20 years
with interest varying from 3—64°,..

For purchasing wheat and flour iR
Canada.

Repavable in = equal annual instalments
with interest at 44 ..

Mainly for import of capital goods from
Japan for power projects, Road and
Shipping  Projects. etc.

Repavable in 10 vears with interest at
Si %

For purchase ot plant. machinery, etc.
in Japan.

Repayable in 20 semi-annual  instal-
ments with  interest  at 6° .

For import of machinery and equipment
required for industrial projects agreed
upon between Government of India
ard Poland.

,,,,,

with interest at 2}°,.

For payment to supplicrs in Switzerland
for Capital goods required for develop-
ment  programmes.




(In rores of Rs.) |

Name of load with amounts
authorised and drawn upto
the end 1962-63

Remarks

IX. Loans from 1. B.R.D.

Authorised : Rs. 23235
Drawn : Rs. 206-23

X. Loans trom Interna oaal De-
velopment Association

Authorised : Rs. 10118
Drawn : Rs. =46

XI. Loans from Austria :
Authorised : Rs. 2-38
Drawn

No repayment during the first three years

and the credit is to be repaid in equal
half-yearly instalments in next seven
vears.

The loans are available for imports from

all countries which are members of the
1.B.R.D. as well as from Switzerland.
Mainly include (a) 6 loans for Railwavs
for importing manufacturcd items and
components, (b) 3 loans for the Damo-
dar Valley Corporation, (¢) one loan for
Konya Project, (d) one loan for pri-
vate sector collieries and (e¢) one loan
for agricultural machinery.

For construction of National Highways
irrigation schemes. Power Projects. D.
V.C.. Koyna, improvement of Bom-
bay Port, expansion of telecommuni-
cation  facilitics and Railway Deve-
lopment.

Repavable in 8o semi-annual instalments
repayment commencing after @ mora-
torium of 10 years. No interest charg-
es are payable, but only a service ch-
arge of 3}, is levied on the out-
standing balances.

IFor payment to suppliers in Austria for
capital  goods required for develop-
ment  programmes.

Pl —




*APPENDIX V
(Vide para 8 of Report)
HINDUSTAN STEEL LIMITED

The investment in the three steel plants—Rourkela, Bhilai and
Durgapur—upto the one million ton stage was Rs. 695 crores ex-
cluding the Alloy Steel Plant at Durgapur.

Regarding profitability: There is a limiting factor in the case
of Iron & steel Industry wviz. that the prices of the product are
controlled either directly or otherwise. The prices for these pro-
ducts were originally fixed some years back. Of course, subse-
guently periodical adjustments have been made for known increases
in costs. However, the pattern of production has changed.
Further, in the case of Government plants the capital costs are far
higher than the one assumed for purposes of depreciation, return
etc. when originally the prices were fixed. These limiting factors
have a great bearing on the profitability of the Government Steel
Plants.

Hindustan Steel Ltd. was running at a loss upto 1963-64. It is
cxpected that during 1964-65 Hindustan Steel Ltd. might register
a profit of about Rs. 6 crores—after providing for depreciation at
normal rates and interest charges to Government-—, The protit
during 1965-66 has been estimated at over Rs. 17 crores after provid-
ing for an interest charge of about Rs. 20 crores and depreciation
charge of Rs. 38 crores. No provision has been made for taxes as
there will be carryover losses of the previous years. Assuming tax
at 50 per cent, the profit may be only Rs. 85 crores. In subsequent
years it is expected that :e order of overall profit may not be
lower.

By 1967-68 thv verall investment in Hindustan Steel after the
present expansions and taking the Alloy Steel Plant into account
may be of the order of Rs. 1150 crores. The surplus expected on
present cost and price levels and after providing for depreciation
(Rs. 60 crores). interest (Ks. 30 crores) is estimated to be about
Rs. 25 crores. Providing roughly for a tax provision of 50 per cent
the net profit may be about Rs. 12/13 crores.

*Nete vetted ty Audit.
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APPENDIX VI*
(vide para 8 of Report)
MINISTRY OF FINANCE
(T&P Division-P&CH Branch)

From Appendix III of Central Government Audit Report (Civil)y
1964, it appears that so far as Ministry of Petroleum & Chmicals
is concerned, the requisite information is required to be furnished in
respect of the following Undertakings:—

II. Loans from U.S.S.R.

(i) Baraunt Credit . Represents value of contracts
Authorised: Rs. 11.91  entered into  with  Soviet
Drawn upto 1962-63: Rs. 9.53 Organisations  for  supply

of equipment, material, etc.
for the Qil Refinery at
Barauni.?

Repayable in 12 annual instal-
ments with interest at 21%,.

(i) Drugs Credir: For supply of plant and ma-
Authorised : Rs. 9.52 chinery, technical assistance
Drawan upto 1962-63: Rs. 0.96 etc. for Drups projects like

Antibiotics Projects at Rishi-
kesh, Synthetic Drugs Pro-
ject at Hyderabad and the
Surgical  Instruments DPro-
jects at Madras.

Repayable in 7 vearly instal-
ments with interest at 219, .

ITI. Loans from U.K. Credit. :
(#v) Credits for the Third About Rs. 37 crores ure tied

Plan. to specific projects like Heavy
Authorised : Rs.126.67  Flectrical Project at Phepal,
Drawn : Rs.51.95 Hindustan  Cables, O/l and

Natural Gas Commission etc.
The balance is untied and is
utilised for import of capital
goods  for the development
programme as a whole.

Repayable in about 20 vears,
N.B. Again:t 111 /iv), we are concerns=d only with Oil and Natural Gay Com-
missivn.
*Note vetted by Audit. .
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2. The Barauni Refinery has gone on stream (trial runs) only
from 15th July, 1964. It is 100 early to state categorically that the
Project is remunerative. The only thing that can be said is that
the Project is expected to be remunerative. A copy of the Annual
Accounts for 1963-64 of the Indian Refineries Limited which is in-

charge of the Gauha'i & Barauni Refineries is placed below for
perusal.

Similarly, in regard to the three projects of ID.P.L. the
factories are still under construction. Trial Production is expected
to commence by middle 1965 in the case of Surgical Instruments
Projects and in the case of other two projects by the middle of
1966. It is therefore too early to say that the projects are remune-
rative. A copy of the Annual Accounts of I.D.P.L. for 1963-64 is
put up for perusal.

So far as O.N.G.C. is concerned, the UK. Credit allotted to it was
of Rs. 6 lakhs only for casing pipes and tubings. which has since
been utilized. Oil is being produced at Ankleshwar presently and
various other areas are being constantly explored. The receipts
from the sale of crude during 1964-65 are expected to be Rs. 6.49
crores and during 1965-66—Rs. 16 crores. It is difficult to state ca‘e-
gorically that the project is remunerative as the capital expenditure
on the Ankleshwar Oil Field is not readily available.



APPENDIX ViI
(Vide para 9 of Report)
{Para 18, Page 20 of the Audit Report (Civil), 1964)

The amounts of principal and interest in respect of the loans sanctioned by the various anmcs which remained overdue from the State
Governments at the end of 1962-63 f.e. 31-3-63 are given below (—

(In lakhs of rupees)

Name of Ministry Andhra West Rajasthan Jammu & Madhya  Bihar Gujarat Orissa Assam Total
Pradesh Bengal Kashmir Pradesh

Finnce . . . P 583-22 150-42 733-64
Int. 161- 56 81-64 243°20

Education . . . Pr .. 17-33 0-02 0-o1 17-36
Int. .. —1-36(a) 0-03 o0-22(d) —1-11
Works and Housing® . Pr. 17:72 0°94 18-66
Int. 17-96 0- 5§ 18-51

Commerce®® . . . Pr. . 14-71 0-21 0-03 14°95
Int. .. 7-09 ©-09 0-01 7-19
Industry & Supply . Pr 17-23 31-36 2-19 50-78
Int. .. 10-42 1519 084 26-45

Irtigation and Power . . .. 2-12 .. 23-09 16-67 33°91 757
Ini. 52563 195-09 7-51 401° 49 332-01 1-23 59-21 10:79 1532°9F
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Food and Agriculture . Pr. .. 9020 . 46°60  194-77 16-i9 341-56
Int. .. .. .. 29-03 3050 2-80 62-33

Community Developmen
& Cooperation . . Pr. . .. . 2188 6-08 27-96
Int. .. .. .. 12-83 1-76 14°59
Health . . . Pr. .. .. .. 2-06 (b) 2-06
N Int. i, .. .. 5 28 o-o1 5-29
Home . . . . Pr.} .. .. .. 719 §3(¢) 017 71975
N Int, .. .. .. 125 86(cc) 0-27 126-13
ToraL . . Py .. 13947 .. 1.424° 77 19477 23-09 .. 16-67 203-94 2002°71
Inc. 525 63 16-1¢ 19509 37534 431°99 332-01 1-23 59-21 98- 89 203554

sErstwhile Ministry of Works, Housing and Suppls.
seErstwhile Ministry of Commerce and Industry.

(a) The minus amount of Rs. 1-36 lakhs represents earlier over-payment of interest of Rs. 1-46 lakhs reduced by the interest of Rs. 0- 10 lakh®
due for the year. A nct amount of Rs. 1566 lakhs repaid in 1963-64 towards principal after deduction of sum of Rs. 1-46 lakhs on gc-

count of interest over paid earlier.
(b} The actual amount is Rs. 448:70.
(c) Includes Rs 394 86 | akhs sanctioned by the esriwhile Ministry of States.
(cc) Includes Rs. 79-31 lakhs sanction by the erstwhile Ministry of State.

@ lnc‘l\udes Rs. 0 19 lakh in respect of arrear on loan sanctioned by the erstwhile Ministry of Scientific Research and Cuyltural
flairs.

o
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APPENDIX VIII*
(Vide para 10 of Report)
MINISTRY OF COMMERCE

Loans given to the Government of West Bengal for the development
of Handloom Industry during the years 1958-59 to 1962-63

While issuing the terms and conditions of repayment of loans,
each State Government. is requested by the Ministry to communi-
cate the amounts utilised for the different schemes, to concerned
Accountant General. and to All India Handloom Board for the pur-
pose of repayment,

I accordance with the above arrangement, the Government of West
Bengal, vide their letter No. 889-COT/IL-3/63, dated 1st February,
1963, addressed to the Accountant-General, West Bengal, and copy
endorsed to All India Handloom Board, Bombay. had furnished the
scheme-wise break up of the loans sanctioned by the Government
of India for the development of Handloom Industry during the years
1058-59 to 1961-62. Similar information in respect of the utilisat'on
of the loan sanctioned for 1962-63 was also furnished by the State
Government vide their letter No, 7307/COT/IL-89/63, dated 3l1st
August, 1963. addressed to All India Handloom Board, Bombay .

Statements showing details of the utilisation of these loans :sanc-
tioned to the State Government during the vears 1958-59 to 1962-63
are enclosed**. The State Government had not indicated any reasons
for delay in realisation of principal and interest from institutions to
whom the loans were given by them.

Since the necessary information about the scheme-wise utilisa-
tion of the loans sanctioned between 1938-59 to 1961-62 were receiv-
ed from the State Government onlv in the month of February 1963,
repayments against these loans could only be arranged in the month
of August, 1963, by the Accountant-General, West Bengal. These
repayments were reported by the Accountant-General, West Bengal,
to the All India Handloom Board under his letter No. BK-II/75L/
VOLIV/1299, dated 26th September, 1963. Since then, however, the
subsequent instalments of all these loans are regularly repaid by
the State Governments on the due dates.

*eNot printed
*Not Vetted by Audit
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It may be mentioned in this connection that there was no provi-
sion for charging any penal interest for delayed repayments when
the terms and conditions of repayment for loans sanctioned for
1958-59, 1959-60 and 1960-61 were first issued. Then the former
Ministry of International Trade vide its circular No. 2(38) Tex (C)/
63, dated 4th November, 1963 addresseq to All State Governments
intimated that additional simple interest, at the normal rate, on all
over-due instalments of principal and interest in the event of default
is to be paid by the State Government. Similar instructions for
the delaved repayments in respect of the loans sanctioned for the
vear 1961-62 were issued by the Ministry of Industry vide its cir-
cular letter to all the State Governments No. 2(38)Tex (C) /63, dated
1st February, 1964. It is stated that the penal interest at 2} per
annum over and above the normal rate of interest prescribed for
each type of loan will be charged on all over-due instaiments of
principal and interest in the event of default in payment by the
State Government. The copies of these circulars were endorsed to
the Accountant-General of each State for necessary action.



APPENDIX
(Vide para 17 of Report)

(Para 20, Page 22 of the Audit

No amounts have been received from State Governments either towards principal or
have not been settled. The total amount outstanding at the end of 1962-63 1.e. 31-3-63

Name of the Bihar Gujarat  Andhra  Kerala Madras Maha-
Ministry Pradesh rashtra
Finance 11°79 2321
Education . 0- 51 1260
Works & Housing* 8462 8541 41°91 32-39 102°71 13874
Commerce** . 12:77 19-61 3343 80" 8R 223-45 38 46
I rrigation and Power 5785 160° 47 604 66 17365 §20-00 345° 50
Food & Agriculture
Community Deve-
lopment and Co-
operation 303 3-00 3-00 225 3:00 2493
Home Affairs
Transport
Planning Commis-
sion . . . <00
Aromic Energy 4°00
Rehabilitation 16:97
Industrv & Supply . 53 3112 12 21 50-34 %497 1-38
Healkh . .
Deptt.  of Social
Security 119 092
ToTal 66499 316-92 35211 95202 596 z;-

69521

*Sanctioned by the crstwhile Ministry of Works, Housing and Supply.
ss3antioned by the erstwhile Ministry of Commerce and Industry.



X
Report (Civil), 1964)

interest in respect of the following loans the terms and conditions, in regard to whick”
in respect of the various Ministries are indicated below :—

{1 lakhs of rupees)

Punjab West  Uttar Rajas- Jammu My- Orissa Assam Madhva Total
Bengal Pradesh  than and sore Pradesh
Kash-
mir

3500 315 5650 129-65
1'00 313 2 19 56
44°30 9206 3089 4486 2122 6035 1392 642 799-90
17789 5109 3099 19-93 21-27 38-82 0-08 38:06 626-73
1250°60 78-00 26645 289527 16000 41:00 25400 189:00 1064 7507-39
e 11340 16-0h 295 6-36 136-87

§:29 2:00 31°74 450 342 350 500 K50 103- 16
636 ¥ 36 gsR 3~ 21631 1261-40
1%-23 18-23

SRR 550
4 00

10:37 11400 T 3 141-67
1862 g-40 8242 1378 %81 2632 6 8% 2612 3T 71
ho12 1 00 1021

306 135 20" 044 ot 9 10
1391°49 346°55 $33°32 3092°74 1175°94 (7§°29 29721 326 M1 2'5_:20 11151-08
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APPENDIX X*
(Vide para 17 of Report)
MINISTRY OF HEALTH

[Audit Report (Civil) 1964]

I'urther information desired to be furnished to the Public
Accounts Committee vide Lok Sabha O.M. No. 6/1/64-PAC, dated
12th February, 1965 to the Ministry of Finance (Department of
Economic Affairs). Ministry of Home Affairs and Ministry of Rehae
bilitation.

Para 20 : Subject

(1) A statement giving reasons why the terms and conditions
of the loans advanced to State Governments were not
settled tor long period (in some cases cven for 10
vears) may be furnished.

{a1) \WW'hy were the rules framed in this connection found un-
workable ¥

(1) A note stating whether all the projects mentioned in
Appendix- 11 are remunerative may be furnished.
BRIEF
Para 20:
Para 20 of the Audit Report (Civil) 1964, deals with non-settle-
ment of terms and conditions in respect of some loans advanced to
State Governments.

Inem (i):

The ohservation made by the Public Accounts Committee at
item (i) above relates to those loans advanced to State Govern-
ments, the terms and conditions of which (the rcpayment of the
principal and interest thereon) are stated to have not yet been
settled. The details of such loans were furnished by the Accountant
General Central Revenues, New Dethi,  direct to the Ministry of
Finance (Department of Economic Affairs) who have forwarded
the same to the Ministries/Dopartments concerned. It is observed
from the statement received from that Ministry *hat the Ministry
of Health is concerned with two items of loans only, the details

*Not Vetted by Audit,
s8
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of which are given below. This has also been confirmed by the
Accountant-General Central Revenues, New Delhi.

Name of the State Government No. and date of the sanc- Amount
tion letter

1. Uttar Pradesh . . F.1(3) PC/62, dt., 8-3-1963 Rs. 9,12,000

2. Assam . . . F. 1(3)/PC/62, dt., 10-12-1962 RSs. 1,09,000

ToraL Rs. 10,21,000

The records of the Ministry of Health reveal that the above loans
were paid to the Governments of Uttar Pradesh, and Assam towards
the payment of arrears pertaining to 1961-62 as Central assistance
to the State Governments in respect of Centrally aided Health
Schemes and the terms and conditions of the repayment of these
loans stand settled as early as 26th July, 1963.

Therefore there is no delay in the settlement of terms and condi-
tions of the loans advanced to these two State Governments.

Item (ii):

This Ministry is not facing any difficulty in the application of
the Rules framed for the purpose.

Item (iif):

The Ministry of Health is not concerned w.th anv of the items
mentioned in Appendix III of the Audit Report (Civil), 1564.

195  (aii) LS—8.



APPENDIX XI*
(Vide para 17 of Report)
MINISTRY OF FOOD & AGRICULTURE
(Department of Agriculture)

While examining para 20 of Chapter 1 of the Audit Report
(Civil), 1964, pertaining to the Department of Agriculture on the
14th January, 1965, the Public Accounts Committee was satisfied
with the explanations furnished by the Representatives of this
Department, However, at their sitting held on the 30th January,
1965, for examining the portions relating to the Ministry of Finance,
they have desired to be furnished with five copies of notes/Memo
duly vetted by Audit, giving additional information on the follow-
ing three points:—

(i) A statement giving reasons why the terms and conditions
of the loans advanced to State Governments were not
settled for long periods (in some cases even for 10
years) may be furnished.

(i) Why were the rules framed in this connection found
unworkable,

(iii) A note stating whether all the projects mentioned in
Appendix III are remunerative may be furnished.

2. With regard to point (i) above, it may be pointed out that in
para 20 of Chapter 1 of the Audit Report (Civil), 1964, cases cited
relate to all the Ministries of the Government of India. In the
following cases, as intimated to this Department by the Accountant
General, Central Revenue, New Delhi, in his letter No. FA. 25-10/
Part. 111/63-64/162, dated the 18th August, 1964, and the Ministry
of Finance (Deptt. of Economic Affairs) letter No. F. 7(7)-B/64,
dated the 28th October, 1964, to the Accountant General, Central
Revenue, New Delhi, and copy endorsed to this Department, it has
been stated that the terms and conditions of repayment of loans
sanctioned to the States have not been settled.

S. No. Name of: fhe Sute Loan ‘hNo. and d;teof the Dﬁte on

Government sanctioned sanction letter which
terms  were
settled
17 Rajasthan . . 9%,57,000 Department of Agri- 30-4-1963

culture letter No.
2-4'63-Exp. Coord,
dated 18-3-1063.

SNot Vetted by Andit.
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Sko Name of the State' Loan No. and date of the Date on
Government sanctioned sanction letter which
terms were
settled
2 Assam . . 68,000 Department of 19-12-1963

27,000 Economic  Affairs
No. 1(3)-PC, 62 dated
10-12-1962.

3 Orissa . . . 16,06,000 Department of 31-1-1963
Economic  Affairs
No. 1(3)-PC ‘62 dat-
ed 31-12-1962.

4 Madhys Pradesh .  3,21,000 Departmentof Agri- 24-2-1958
3,00,000 culture letters No.
1,07,607 15-10-§5-FS dated

31-3-1955.
7-20'55-FS, dated
31-3-1955.
7-14 '§5-FS, dated
31-3-1955.

3. It will be seen from the above, that in the case of Rajasthan
‘the terms and conditions applicable to the loans sanctioned to the
State Government in our sanction letter dated 18th March, 1963,
were communicated on 30th April, 1963, i.e. about one and half
months after the issue of the sanction letter. This delay was due
‘to the time taken in obtaining the necessary approval of the Minis-
try of Finance on the finalisation of such terms and conditions. This
was taken up immediately after ensuring that the sanction letter
dated 18th March, 1963, was duly received by the Accountant Gene-
ral concerned and necessary adjustment had been made.

4. The loans of Rs. 68,000 and Rs. 27,000 shown against Assam,
-relate to arrear claims, arising out of final adjustment of accounts
for 1961-62. The sanction letter for this was issued by the Ministry
of Finance on 10th December, 1962. The terms and conditions
applicable to these loans were communicated by this Department
vide our letter No. F. 2-17/62-Exp.Coord. dated 19th December, 1962,
te. within 9 days of the issue of the sanction letter by the Ministry
of Finance.

5. In the case of Orissa, also the amount was sanctioned by the
Ministry of Finance on 31st December, 1962, as an arrear payment
arising out of final adjustment of accounts for 1961-62. The terms
and conditions applicable to this loan were communicated by this
‘Department vide our letter No. F. 2-17/62-Exp.Coord. dated 31st
January, 1863. The period of delay in this case was indeed small
-and was due to the usual time taken in obtaining the approval
of the Ministry of Finance.



6. In the case.of Madhya Pradesh however, there were specla¥
circumstances which caused a delay of about three years in com-
municating the terms and conditions applicable to the loans sanc-
tioned to the erstwhile Government of Vindhya Pradesh. The
sanction letters were issued on 31st March, 1955, i.e., on the last day
of the financial year 1954-55. According to the procedure prevalent
at that time, the Vindhya Pradesh Government was asked in those
sanction letters to intimate the period of repayment of those loans
to enable this Department to intimate the rates of interest. Subse-
quently however, due to the reorganisation of States, Vindhya Pra-
desh formed part of the Madhya Pradesh State. Thereafter, the
question of settlement of terms and conditions applicable to loans
sanctioned to Part ‘C’ States with Legislature, was considered in the
Ministry of Finance. after iaking into account the recommendations
of the Finance Commission 1957. The general orders in this respect
were issued by the Ministry of Finance (Department of Economic
Affairs) in their letter No. F.15(11)-B/57, dated 24th February, 1958.
The Accountant-General, Madhya Pradesh was also requested in
this Department letter No. 9-10/60-U.T. dated the 22nd April, 1960
to settle the matter with the Government of Madhya Pradesh. The
Accountant-General Madhya Pradesh in his letter No. BK/1l/
Review/2587, dated 12th October, 1964, has informed this Depart-
ment that the repayment of these loans has been commenced with
effect from 1963-64.

7. With regard to point (ii) mentioned in para 1 above, it may be
pointed out that ordinarily the terms and conditions applicable to
the loans sanctioned to the States are incorporated in the sanction
letter conveying the sanction to the payment of such loans. But
after the introduction of the revised procedure for the release of
central financial assistance to the States, for their state Plan Sche-
mes, from 1958-59, it has been experienced that the statements of
expenditure (on the basis of which sanction letters are issued) are
received very late, sometime in the second week of March. Since
sanction letters are required to be issued well before the expiry of
the financial year, first attention is given to the issue of the sanction
letters, and the action to communicate the terms and conditions is
taken up immediately thereafter. During the current financial year,
however, we have already obtained the approval of the Ministry of
Finance to the terms and conditions to be applied to the loans to
be sanctioned to the State Governments during March, 1965, and
these will be incorporated in the sanction letters conveying sanction
to the payment of such loans.

8. The Department of Agriculture is not concerned with any of
the Projects mentioned in Appendix III of the Audit Report (Civil),.
1964, and as such have no comments to offer. .



APPENDIX XII*
(Vide para 17 of Report)
GOVERNMENT OF INDIA
MINISTRY OF WORKS & HOUSING

“Brief’ on para 20 of Audit Report (Civil), 1964 relating to non-
settlement of terms and conditions of loans sanctioned to State
Governments during 1962-63. ‘

It has been reported that the terms and conditions of repay-
ment in respect of some of the Central loans advanced to State
Governments have not yet been settled and that no amounts have
been received from State Governments in respect of these loans
either towards principal or interest. This Ministry advance loans
to State Governments under the various Centrally-aided housing
Schemes.

2. In this connection it may be stated thmt. according to para
155 (1) of the General Financial Rules (1963 edition) all sanc-
tions to loans should specify the terms and conditions relating
to them, including the terms and conditions of their repayment.
This practice was being followed by this Minisiry at the time of
sanctioning loans to State  Governments etc. under  different
housing schemes. The general terms and conditions regarding the
periods of repayment and the rates of interes! applicable to loans
remained unaliered upto 19th December. 1962, Thereafter, the
Ministry of Finance (Department of Economic Affairs), in their
O.M. No. F.7(8)-W&M '62. dated the 20th  December. 1962. issued
general instructions curtailing the maximum period of repayment
of loans to 15 years ‘These instructions also stipulated that pro-
posals for the grant of loans for periods longer than 15 years
might. where justified. be referred to them for consideration on
an ad hoc basis. The period of repayment of loans then prevalent
under our Housing Schemes wa: wt loss than 30 vears. It was felt
that the curtailment of period of repayment of loans under these
schemes would adversely affect these schemes.  We, therefore, ve-
quested the Ministry of Finance in January 1963. to agree, as a
special case, to the continuance of the then existing arrangements
in respect of housing schemes of our Ministry. It was in October
1963, that the M‘imstr\' of Finance gave their decision in the mat-
ter. The terms and conditions of loans ~sanctxcmed dunng 1982-&

i R s incias (o e oot ames . - -
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(after 19-12-62) could not, therefore, be settled pending a decision:
by the Ministry of Finance. After the receipt of the decision, the-
terms and conditions of all loans were settled.

3. With reference to para 20 of the Audit Report referred to.
above, the A.G.C.R. had brought to our notice the cases where
there had been delay in the settlement of final terms and condi-
tions for repayment of loans during 1962-63. The position stated-
in para 2 above was explained to him. A statement (Annexure)
showing the number and date of our sanctions under which the-
terms and conditions were settled was also forwarded to him.



ANNEXURB
MINISTRY OF WORKS & HOUSING

MMM)“I»MO]W“CMMIOIWMJMM(OSMWM 1962-63 under the Centraily
aided and Centrally sponsored housing Schemas.

8l.  Name of the No. and date of Ministry’s Amount of No. and date of letter(s) specifying the terms and Remarks
No. State sanction letter loan sanc- conditions of loan
s No. D o Original Modificatory (if any)
* Ra No. Date No. Date
L2 o end
Andhrs Pradesh 15/10/63—RI 15-3-63 38,16,000 4/12/62—H]I 3-1-64 4/12/62—H]! 11-5-64
29/9/63—HI {16-3-63 3,75,000 29/11/63-—HI o-1-46 29/11/63—HI 7-5-64
7 Astam 13/10/A3—~HI  {15-3-63 6,52,000 15/24/62—HI 30-4-64
3 Biber 15/10/63—HI  [15-3-63  $3,55,000° 15/4/63—HI 1-1-64 15/4/63—HI 6-5-64 ‘mwn;
15/15/63—H1 (23-3-63 [31,09,313 15/15/62~HI 17-1-64
s Gulam 15/10/63—HI =' [15-3-63 [75.42,000 15/1/63—HI 1-1-64 15/1/63—H]1 6-3-64
29/9/63—HI1 ;' [22-3-63 , {999,000 29/3/63—HI 2-1-64 29/3/63—HI 6-5-64
s Jammu & Rashmir . xs/xo/m—-HL : '“'”ﬂi "[u.zz,ooo 21/5/62—H]1 19-12-63  11/5/62—H]1 11-5-64
§ Kersls e ,.'r_' Do. '."‘[30.64.000 15/5/63—HI 13-1-64 13/5/63~-Hl1 6-5-64
29/¢ 1 - Hl;l ‘~(!6~3-63__I” 1,758,000 29/1/63~HI 2-1-64 29/1/63—HI 6-5-64
v Madme 18/1c..63- -HI [15-3-63 {83,86,000 4/13/63—H]I 3-1-64 4/13/62—H]1 11-5-64
39/s 1-HI {16-3-63 [18,85,000 29/12/63—HI o-1-64 29/13/63—HI 7-5-64
8 Maharsshtne | A [26-3-63  !39,38,000 29/4/63—H]1 3-1-64 29/4/63—HI 2-5-64

fo.



Name of the No. and date of Ministry’s  Amount of No. and date of letter(s) specifying the terms and
State sanction letter fosn sanc- condition of lcan
S tioned - - Remarks
No. No. Datc Original Modifcatory (if any)
Rs. No. Date No. Date
15/10/63—H1 15-3-63 77,00,000 15/7/63—HI 3-1-64 1$/7/63—H]1 5-5-64
15/8/62—H1 16-3-63 7,83,000 15/8/62—H]I 18-1-64
Do. Do. 13,92,000 Do. Do.
HIII-2014Y/62—H1  19-2-63 61,000 29/4/63—HI 2-1-64 29/3/63—HI 2-5-64
o Mysore 15/10/63—H1 15-3-63 15.85,000 15/9/63—H]1 13-1-64 15-9-63—HI 6-5-64
29/9/63—H]1 16-1-63 4,50,000 29/7/63—H!1 2-1-64 29/7/63—HI1 2-5-64
10 Orissa 185/10/63—H1 15-3-63  13,23,000% 15/2/63—H] 4-1-64 18/2/63—H]1 11-5-64 *Actual amount
sanctioned.
29/9/63—H1 16-3-63 2.540,00 29/10/63—H]I 6-1-64 29/10/63—~HI 15-$-64
11 Puniab . 1§/10/63—H]1 15-3-63 2%,90,000  15/3/63—H]I 3-1-64 13/3/63—H]I 11-9-64
tre/1/62—HI 17-3-62 14,73.000° 15/1/62—HI1 31-11-62 *Deo.
1This relates
0 1961-62 Sut
has been shown
in the statemen;
of A.G.C.R.
. 18/19/64—H! 22-3-63 4,89.682  15/19/62—H I 29-1-64
19/9/63—H! 16-1-61 1.76.,000 209/14/63 —HT1 6-1-64 29/14/63—HI 15-9-64
12 Rajasthan 15/10/63—-H1 1£-3-63 43.53,000 4/14/62 | HI 3-1-64 4/14/62—H]1 3-7-64
29/9/63—H1 16-3-63 1,313,000 29/13/63—H1 9-1-64 29/13/63—HI 7-5-64
11 Urtar Pradesh tg/10/62~-H1 15-3-63 47.34.000*  1¢/6/63—H]1 4-1-64 15/6/63—H]! 11-5-64 ®Actual amount
sanctioned.
14 West Bengal . Do. 22-3-61 67,%3,000 1§,22/62—H]I 13-1-64 15/22/62—H]1 11-$-64
39/9/63—H1 15-3-63 24,23,000 29/8/63-—HI 3-1-64 20/8/62—HI 5-5-64




APPENDIX XIII*

(Vide para 17 of Report)

Statemen: showing further information required by the P.A.C. in respect of
the loan of Rs. 35 lakhs sanctioned to the Government of Punjab

.

Reasons for not

settling the terms

and conditions of
the loan fora
long period

Why were the rules framed in
this connection found unwork-
able?

Note stating whether
all  the projects
mentioned in Ap-

pendix 111 are re-
munerative.

‘The terms and
conditions  for
repayment  of
this loan were
settled simultan-
eously together
with the sanc-
tion accorded
vide this De-
partment  letter
No. 4(131) FI -

<3 dated the
1oth November,
19523

According to the terms and con -

ditions prescribed in the letter
referred to in col. 1, the loan
was to be repaid in a period of
3 years, but the State Govern-
ment could not comply with it
due to the continuance of the
unsatisfactory financial condi -
tion of the co-operative socie -
ties in Punjab on account of
non-receipt of the balance
share of their assets in the
form of securities from the
West Pakistan Government
The State Govt  however
repaid a sum of Rs. 2.c1.28¢
Juring 1960-61, and requested
for extension of the period
for repaying the balance.
After careful  consideration,
the Government of India re-
r5ed the terms and conditions
for repayment of the balance
of the loan, vide this Depart-
ment letter No. F. 1(19)-BC
61 dated the 23rd September
1964.

No project was to be
financed out of this
loan and the object
in view was to assist
the Cooperative
Central banks who-
se assets were lock-
ed up in West Pakis-
tan. Hence no
note is necessary.

®Not Vetted by Audit.



APPENDIX XIV*
(Vide para 17 of Report)

PLANNING COMMISSION

Information on the list of points raised by the Public Accounts
Committee while considering para 20 of the Audit Report
(Civil) 1964, during their sitting on 30-1-1965.

In the Planning Commisison loans are advanced to State Gov-
ernments by the Public Cooperation Division and the Rural Indus-
tries Planning Committee. The loans advanced by the former are
for (a) Labour Construction Cooperatives and (b) the Construc-
tion Services of Voluntary Organisations and those by the latter
are for the programme of intensive development of small industries
in selected rural areas. The position in respect of each of the above
two types of loans is explained in the following paragraphs.

1. (a) The terms and conditions of the loans advanced to State
Governments for Labour Construction Cooperatives and
Construction Services of Voluntary Organisations have
been seitled with the State Governments and there has
been no delay in this case.

(b) The Rural Industries Project Programme was started
towards the close of 1962683 during which year only
grar:s were advanced to State Governments for comple-
tion of preliminary surveys of the Project areas selected
{in var.ous States. Loans were advanced to State Gov-
ernments only during 1963-64 and the terms and condi-
tion: of the loans advanced were settled in consultation
with the Ministry of Finance and communicated to the
State Governments in the Planning Commission letter
No. RIPC!2(2)|63-Vol. II dated the 16th November,
1963. As such there was no delay in settling the terms
and conditions of loans and repayment thereof.

4. (a) The rules framed in this connection for loans for Lab-
our Construction Cooperatives and Construction Services
of Voluntary Organisations have been found workable.

(b) Regarding the loans for intensive development of small
industries in rural areas the repyament of loans advanced
in the first year of the working of the Programme would

.

*Not vetted by AudiL
®



3 (a)

(b)

start some time in 1968-69 as per the terms and condi-
tions of the loans. During this short period of the work-
ing of the programme, however, the Planning Commis--

sion have not received any complaint about the unwork-
ability of the rules.

Loans are being given for the purchase of machinery and
equipment and for working capital for undertaking cons--
truction works by voluntary organisations and construc-
tion cooperatives. The activity is being undertaken on
a commercial basis and is remunerative. The working
margins in the construction trade are considered reasona-
ble to ensure timely repayment of the loans.

The projects mentioned in Appendix III do not concern
the programme relating to intensive development of
small industries in rural areas sponsored by the Rural
Industries Planning Committee and therefore no infor-
mation is being furnished.

(M. BUTT),
Joint Secretary.
3-4-1965



APPENDIX XV
(Vide para 21 of Report)

[Para 22, Page 23 of the Audit Repors (Civil) 1964)

Details of Loans and Advances granted by the various Ministries to Pri-
vate Institutions etc., in which the amounts of Principal and Interest remained
in arrears on 31-3- 1963

(In Lakhs of Rupees)

Name of the Loanee Amount outstanding
on 31-3-1963

Principal Interest

Msmstry of Finance

Canteen . . . . . . . . 0-06 0-02
Loans by Rehabilitation Finance Administration

Unit. . . . . . . . 373°00 130-00
Sholapur Spinning and Weaving Mills . . 3700

410°06 130°02

Muousery of Education.

Various Educational Institutions mcludmg Engmecr-
ing Colleges . : 097 030

Various Educational Institutions including Engineering
Colleges {(sanctioned by the erstwhile Ministry

of Scicntific Research and Cultural Affairs) 0°3% 035
Co-operative Crafts Schocls : . . . 3 40 114
Sangeet Bharati (sanctioned by the crstwhile Minis-

trv of S, & CA” : o-10 © 03

T 1Al . . . ? 4‘82 ;.82”‘
Mimistry of Commerce.
Co-operative Societies . . . . . . 017 0-09
All India Handloom Fabrics Co-operatwe Marketing
°17 396

. i e i <5t irs o e e e ko
- - e r—— o e
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Name of the Loanee

Minisiry of Industry & Supply.

Pamily Welfare Co-operative Industrial Society Ltd.
Delhi Garment Co-operative Industrial Society -
Handicrafts Emporium, Madras .
Dogra Steel Industries, Ltd., Faridabad

Faridabad Industrial and Quarrymg Company
Faridabad

Indian Hardware [ndusma

Department of Social Securicy.
Khadi and Village Industries Commission

Ministry of Works & Houning
Co-operative Societies .

Mimstry of Defence.

Cantonmeont Board

Ministry of Convomuniry Development & Co-opmmon
Co~operative Sacieties .

Various educational ‘nstitrutions including Lngmcerxng
Colleg. s

Mumstry of Transport.

Postal Co-operative Housing Society Ltd., Bombay -
Co-operative Societies .

Chandabali Steamer Service Company Lyd Cnlcum
M's. Bharat Lines Ltd,, Bombay

lndunLG:nem Navmuw md Rmiway Compam
t

v v~ s e e 6

Amount outstanding’

on 31-3-1963
Principal Interest
2:63 o-68
1:62 0-24
o 18 0:09
o 77
031 003
1-45% o0-46
6-96 1-50
195260
0-13 0-07
014
002 (@) The
actual
Amount 1
Rs. 209.93
-:_j'BD
o 32
. 030
0-51 01§
55t
6:96
13-00
2498 045



Amount outstanding on
Name of the Loanee 31-3-1963

Principal Interest

Ministry of Health

Loans to Agartala Municipality . . . . 1°32 1°69
Loans to Imphal Municipality . . . . 014 0-41
1:46 2°10
Mismistry of Rehabilitarion .
‘Faridabad Development Board, Faridabad . . 13°93 ..
Loans to Settlers in Andamans . . . . 0°13 004
Harijan Sewak Sangh Ahmedabad . . . 037 0°32
‘Salwan Educational Trust, New Delhi . . . o-30 0:03
United Council for Rehabilitat'on and Welfare Delhi . 0+10 .
‘Loans to individual for educational purposes. . 148 o-10
ToraL . . 16-28 0°49
Ministry of Home Affairs
Canteen . . . . . . . . . (a) The
actual
emount is
Rs. 386.52
Delki Administration
Municipal Corporation of Dethi . . . 0-13 0°0s
Various Educational Institutions mcludmg Engmeer-
ing Colleges . . 2-00
212 0-o$
Government of Pondicherry
«Co-operative Societies . . . . - . o-1§ 003

Ministry of Bxiernal Affairs

Kamaran Quarantine Station Fund (sanctioned by the
former Dcpamnent of Commonwalth Rch-
tions) . o197




APPENDIX XVI*
(Vide para 26 of Report)
MINISTRY OF REHABILITATION

Btatement showing the action taken or proposed to be taken on this
list of points on which further information was required by

the Public Accounts Committee at their sitting held on the 30th
January, 1965.

(I) A note showing details of repayment of instalments of

loan due from Shri. . ........ may please be furnished.

(II) Are the concerns which he took over making any profits
and is he in a position to repay?

(II) Are there any other cases where any evacuee preperties

were sold to private individuals on the same basis?
The details of such cases may be furnished.

Finance Accounts, 1962-63 Page 46—Item (v) of statement No. §
Action taken by Government
The reply to the points raised is given item-wise below:—

@ .......... Mills (Evacuee Property) were sold to Shri....
for Rs. 50,11,000. To this were added Rs. 18 lacs on
account of price of stocks, stores, the arrears of lease
money etc., as per award given by Shri Morarji R. Desai.
The total amount recoverable from Shri........ was
Rs. 68,11,000. Qut of this, Shri......paid Rs. 20 lacs in
the first instance and the balance of Rs. 48.11,000, plus
interest thereon at 4} per cent per annum, was to be paid
in seven yearly insmlments. As a safeguard for the re-
covery of the Government dues, the mills were mortga-

ged with the Government of India for which a mortgage-
deed was executed on 21-4-1960.

(ii) After completing payment of initial instalment of Rs. 20
lacs upto 20-4-1960, Shri. ... .......,. experienced some
financial dificulties and he approached the Ministry for
making some relaxation in realisation of the balance
amount due from him. Shri........ being a displaced
person, who lost practically everything in Pakistan where
he was one of the richest persons, had no assets and for

. [ - e e e
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4

meeting out the expenditure he was to raise loans. He
strove hard and was able to make the Silk and Woollen
units a running concern, the other units remained idle.
He had to meet recurring expenditure like wages of
workers, purchase of raw materials, payment of taxes,
insurance premium, provident fund etc. Considering all
his difficulties, which were genuine, it was decided by
the Central Government that Shri............ would
pay the balance in 10 yearly instalments,

According to the revised orders Shri... ... .. .. was to complete
the payment of four instalments, alongwith interest at 43 per cent.
per annum, upto 20th October, 1964, i.e. he was to pay Rs. 28,20,111:19
(Rs. 19,24,400 as principal and Rs. 8,95,711°19 as interest) but he has
actually paid Rs. 22,62,825:07 (Rs. 144330000 as principal and
Rs. 8,19525-07 as interest).



The details are given below: —

st instalment—
due on 20-10-61
2ad on 30-10-63

3rd on 20-10-63 . .

4th on 30-10-864

Nil
Nil
Nil

£,57.286-12

Amount due Amount paid
up-to-date
Principsl Interest Principal Interest
Rs. Rs. Rs. Rs.

4,81,100-00 3,24:742° 50 4.81,100° 00 3,24,742° 50

4.81,100-00 2,08,335-07 4,81,100-00 2,08,335-07
94.81,100° 00 ¥1,86,447° 49 4,81,100° 00 71,86,447° 49

4,81,100°00 1,76,186-13 1,00.000- 01
19.24,40%° 00 R.95,711-19 14.43,300°00 8,19,525:07

5)57:286 -13
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Total balance still to be recovered from Shri.......... on account
of principal is Rs. 34,43,886-12. N
Being Displaced Person, Shri.......... , had no surplus money

for meeting the running expenses of the mills. He, therefore, approa-
ched the Bombay State Financial Corporation to raise a loss of Rs. T
lacs for meeting the running expenses. They demanded security be-
fore sanctioning the loan asked for. Shri...... had no assets other
than the Mills, but these stood already mortgaged with
the Government of India so these could not be mortgaged a second
time without the consent of ihe Government of India. Bombay State
¥Financial Corporation, therelore, asked the firm to arrange for secu-
rity from the Government of India before the loss was granted to
him. It was felt that unless Shri ................ was able to run
the mills, it would be dificul! to recover the Government dues of
Rs. 4,11.000. Further the Government of India was anxious to see
that the mills went in'» production because of their emp’ovment
potential, particularly for the D splaced Persons in Kalvan region

where the mills were <i'uated. Central Government, therefore, stood
as a guarantor for the loan of Rs. 7 lacs to be advanced bv the
Bombayv State Finan-ial Corporation to Shri.......... .. .., with the

concurrence of the Ministrv of Finance. Hnwever. the actual amount
of loan paid was Rs. 5 lacs. There was no risk involved as Shri....
was made to execute a2 Supplemental Mortgage Deed covering the
amount of Rs. 7 lacs guaranteed and the total assets of the mills were
sufficient to cover the balance recoverable price of the mills and the

amount guaranteed. Out of Rs. 5 lacs Shri.............. has paid
back Rs. 3,34,900:00. There are no arrears of instalments due against
him. B dined

The mills are at present running on profit. The balance sheets
could not be made available by Shri ... ... as he stated that all the
records were with the Income-Tax authorities. He, has, however,
given the following figures informally: —

1960-61—Rs. 4,75,000-00 (Loss).

1961-82—Rs. 12,50,000-00 (Profit).
1962-63—Rs. 3,00,000:00 (Profit).
1963-84—Amounts not finalised.

He has now submitted an application requesting for further ve-
laxation in the terms of payment which is under consideration. The
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proposal of Shri .... regarding payment of instalments is as
wunder: —
(i) That he may be allowed to pay the balance amount plus
interest in 10 yearly instalments. The first instalment
thereof to be treated as due on st July, 1965.

OR

(i)) That he may be allowed to pay the balance amount in
monthly instalments of Rs. 25,000 each.

OR [

(iii) That he may be allowed to pay the balance amount in
yearly instalments of Rs. 4,00,000 each which will also
include interest.

The grounds on which Shri ............ wants the period to be
extended are that “due to Emergency declared after the Chinese
attack, import licences had been steadily reduced and the licenses
for the current year were about 1/3rd of those which were issued to
this industry in 1961. This drastic cut had resulted in acute short-
age of raw materials and as a consequence of which not more than
40 per cent of the installed capacity was being employed. To
strengthen the foreign exchange reserves of the country, the Gov-
ernment of India were laying stress on maximum of exports of
woollens. Exports markets required rigid quality control which was
difficult to maintain with old machinery. He had obtained licences
for the import of the machinery to the value of Rs. 30,000,00 for
the modernisation and rehabilitation. All that required further ex-
penditure which he was unable to meet.”

(iii) There are no other evacuee concerns which were sold by
negotiations to individuals. However, there were seven composite
concerns which were sold by negotiations. It was only in the case
of one concern that the payment was to be made in instalments and
in the other cases the purchasers were required to make payment

in lJump-sum.
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for variation in the budget estimates and actuais of revenue receipts
under Customs, Union Excise Duties and Income Tax and Corpor-
ation Tax which mainiy account for the increase in actuals. (cf. paras
2 1o 6, 10, 11 and 36 of 27th Report and para 2 of 28th Report—Third
Lok Sabha). They would only like to re-iterate here the imperative
need for framing realistic estimates of receipts from the various
taxes and arresting the increasing trend of underestimating revenue.
The Committee hope that Government would keep under constant
review the two main factors which tend to widen the gap between
estimates and actuals viz., deficiency in collection of reliable statistics
of economic gowth and conservatism in estimating and epply neces-
sary correctives.

The Committee are concerned to find that about 48 per cent. of
the supplementary provision under Revenue Account and the entire

8L
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amount of supplemeritary provision under the Capital Account
ubtained alter the declaration of the Emergency remained unutilised.
While the Committee are glad to note that the percentage of vari-
ation beiween estimates and actuals both under Revenue Account
and Capital Account showed a donward trend they take note of the
fact that unutilised amounts out of the provision have been quite
high during the year 1962-63, being Rs. 78 crores and Rs. 100 crorgg,
respectively.

During the course of examination of the individual Administrative
Ministries, the Committee gathered the impression that the position
in regard to savings might be considerably improved by a closer
scrutiny by the Ministry of Finance, of the basis on which the ad-
ministrative Ministries propose their estimates. The Committee
suggest that the Finance Ministry should consider the matter fur-
ther and indicate what steps they propose to take to improve the
position.

The Committee appreciate the paramount need of safeguarding
the border and strengthening the police force for this purpose, as
necessary. The expenditure on Police has increased from Rs. 11'74
crores in 1960-61 to Rs. 18'76 crores in 1961-62, Rs. 23:44 crores in
1862-63 and Rs. 25°07 crores in 1863-64. They note that the expendi-
ture increased in 1963-64 by Rs. 1'63 crores even though the
Centre ceased to be responsible from 1st July, 1963 for Police in
Union Territories of Manipur, Tripura and Himachal Pradesh. The
Committee would like to be informed what tangible results have
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been achieved as a result of the findings of the Committee of Officers
set up to examine the question of streamlining the police force with
a view to reducing the expenditure and avoiding duplication. The
Committee hope that this question would be kept under constant
watch and necessary correctives applied from time to time.

The Committee can well appreciate the hesitency and reluctance
on the part of the Finance Ministry in regard to fixing a limit by
Parliament on public borrowing by Government; but the Committee
would like to emphasize the healthy principle enunciated in Article
292 of the Constitution. The Committee feel that atleast a practical
trial should be given to this principle. This is a very important
right of Parliament and is being so exercised in other democratic
countries like UK, U.S.A., Canada and Ceylon. The present pro-
cedure under which Parliamentary approval is taken for borrowing
programmes as indicated in the Five Year Plans and the annual
Budgets and for the expenditure from the Consolidated Fund to
which the loans are credited, does not satisfy the constitutional re-
quirements. The Committee are reassured to know the opinimf of
the Secretarv, Department of Economic Affairs that a proper system
of fixing a limit on Government borrowing could be evolved but it
would have to take into account certain variations. The Committee
feel that the law fixing such limits may have some scope for certain
built-in flexibilities subject to ex-post facto approval of Parliament.
Further these limits might be fixed for each Plan period so that they
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can be reviewed once in five years. The Committee desire that
this matter should be caretully examined.

The Committec learn with some satisfaction that from 1962-63, the
practice ot advanuing loans for the repayment of interest charges
15 being followed only in the case of River Valley Projects during
the first period ot O ycars. The normal procedure relating to Irri-
gation Projects ailows tor the interest cnarges to be capitilised dur-
ing the period of construcuon. ‘The write-back of such capitalised in-
terest is treated as the tirst charge on capital receipts or on the sur-
plus revenues of tne project aiter it commences working. The Com-
mittee appreciate that in view of the special circumstances obtaining
in the case of the river vailey projects there is a justification for ad-
vancing further loans for repayment of earlier loans during the
period of first five years. They hope that this will not be extended
to those irrigation projects which have completed 5 years. The
Committee desire that the Ministry of Finance shall ensure that
fresh loans are not given to the States for repayment of the loans
advanced for other schemes and unproductive projects.

The Commuttee are giad to learn that all the instalments of prin-
cipal and inievest which fell due during and upto 1962-63 were paid
on duec dates.

The Committee would like to emphasise that the foreign loans
tied to various industrial projects should be remunerative from the
financial point of view. The Committee suggest that the Ministry
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should undertake a periodical review in order to determine how far
the projects referred to:—

(a) are already remunerative;
(b) are likely to become remunerative after some years;

(c) are likely to continue unproductive so far as can be fore-
seen?

The Committee desire that the matter should be pursued vigorous-
ly with the State Governments concerned. Thev are surprised that
even terms and conditions for repayment have not been settled.

The Committee hope that such occasions of giving fresh loans for
the repayment of earlier loans will be fewer in future. They would
also like to be informed of the decision taken in regard to the pay-
ment of overdue interest.

The Committee desire that the Ministry of Health should pursue
the recovery of the outstanding loan and interest vigorously.

The Committee note that there has heen delay in recovery of loan
from the Government of Madhva Pradesh, which partly related to
the land reclamation charges by the Central Tractor Organisation.
If the repayment is dependent on the recoveries from the cultivators,
the Committee doubt whether the State Government would be able
to collect the charges at such a distant date,



‘R

Industry The Committee are surprised why the Ministry should wait for

the Accountant General to remind them about the default in any

Finance payments due from State Government. They suggest that a sytsem
should be evolved whereby the Mimstries should get periodical
statements from the Accounts Officers showing the position of out-
standing loans and interest charges.

14

15 Industry From the rephes given to them during evidence, the Committee
got an impression that the matier was being dealt with in a routine
way and not much attention was being bestowed on it.

16 Finance The Committee are unhappy 1o note that in some of the cases,
State Governmen!s conunue o be 1n arrears in respect of payment
of interest and principal relating to loans for the periods ag early
ag 195455, 1955-56 and 1956-57. While there may be genuine diffi-
culties in a few individual cases, they ought to be ironed out expedi-
tiously. The Committee are unable to appreciate such indifferent
atttude in respect of the Government plans. The Committee are
also unhappy to note that because of non-finglisation of terms.and
conditions of repayment of loans, there have been delays in the re-
payment by the State Governments. This aspect has been dealt
with in the next para. The Committee would like the Ministries
concerned to pursue the caseg with the State Governments vigarous-~
ly. The Committee are of the view that the Ministry of Finance

_ should also keep the pusition of timely repayment of loans and inter-

" est by State Governments under constant review. They should
endeavour to see that the good example set up by the Central Gov-
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ernment in ensuring timely payment of foreign loans and interest is
emulated by the State Governments.

The Committee are concerned over non-settlement of terms and
conditions of the loans before their issue. They regret to point out
that although the loans were granted to the Stntes 6 to 10 years ago,
the terms and conditions of some of them have not vet heen settled
and no repayment has heen made either towards prineipal or inter-
est. If the rules were unworkable the matter should have been re-
viewed earlier. Thev dnsire thnt the Ministrv of Finance should
ensure that the administrative Ministries chould settle the terms and
conditions of loans before advancing them. except where loans are
made to meet certain emergencies. in which ease the settlement of
terms and conditions mav he finalised within a period of three months

at the most. wo

The Committee would like to be informed of the latest position
in regard to the enquiry by the Reserve Bank into the affairs of
the Banks in Goa and whether the terms of repayment had since

been settled.

The Committee had suggested in para 27 of their 25th Report
(Third Lok Sabha) that the final settlement of the advances should
be expedited. The Committee regret this delay inspite of their

carlier recommendation.
o uer S dpyegtey
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The Committee are concerned over the delav in settlement of
terms and conditions of repavment in respect of the loans advanced
to Government owned Corporations, Private Bodies etc. They hope
that every effort will be made to settle the terms and conditions in
the cases where these have not already been settled. They also
desire the Ministry of Finance to ensure that in future the terms
and conditions for repavment of such loans are fixed before grant-

ing them.

The Committee feel that it is not a healthvy practice to grant
fresh loans in cases where there is default in the repayment of
orevious loans. The Committee would like to be informed of the
orogress of recovery of these loans.

The Cmmittee are concerned to note that although the Manag-
ing Committee of the Society was appointed by Government before
1981, and after 1961 five members of the Managing Committee were
nominees of Government, the Societv has gone into liquidation. The
Government nominees should have taken steps to safeguard the
interests of Government and informed the Government about its
affairs. The Committee desire that a proper enquirv should be
held into the matter. The Committee would like to know the final
outcome of the liquidation proceedings and the recovery of Gov-
ernment dues.
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The Committee are unhappy at the halting manner in which the
recovery of the prmcipal and interest has been processed by the
Ministry. They desire that nccessary action should be taken in the
matter to recover the outstanding amount.

The Commiitee feel concerned over the slow progress of re-
coveries of the loans advanced by the Rehabilitation Finance
Administration. Out of the woial amount of Rs. 730 lakhs. (Rs. 434
lakhs in the Eastern Kegion and Rs. 296 lakhs in the Western
Region} as on lst January, 196i, ithe amount outsianding as on 30th
November, 1964 was ks, 40U laxhs (Rs. 382 lakhs in the Eastern
Region and Rs. 98 lakhs in the Western Region). The Committee
desire that vigorous effuris should be made to expedite the
recoveries.

The Committee observe that in respect of 2364 accounts in the
Eastern und Western Regions loang toialling Rs. 71 lakhs were writ-
ten off upto 30th November, 1964 The Committee would like to
know in how many of these cascs the loans had to be written off
due to the irregularities committed in the grant of loans at the
initial stage vz,

(a) disregard of the advice given by the local authorities/field
stafl, etc,
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(b) failure on the part of the officials to obtain proper secu-
rity, and

(c) bad financial position of the borrowers.

The Committee regret to observe that the Ministry of Rehabili-
tation followed an unusual procedure in selling the Mill to the
individual by negotiations and also agreeing to receive the payment
in instalments. According to the Ministry’s note there are no
other evacuee concerns which were sold by negotiations to indi-
viduals. Further, it was only in the case of one concern that the
payment was to be made by instalments and in the other cases the
purchasers were required to make payment in lump-sum.

The Committee note with surprise the following further conces-
sions given to this individual without much merit:

(a) The individual was originally allowed to pav the amount
in 7 instalments instead of lump-sum as usual.

(b) the rate of interest for repayment of the loan is con-
siderably low ie. 439, (while the market rate is more

than 10%).

(c) The individual has been allowed to repay the loan in 10
Instalments instead of 7 flxed originally.

(d) Government has guaranteed a loan of Rs. 5 lakhs taken
by the individual from the Bombay State Financial
Corporation.
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The Committee feel that when the extension was given, the rate
of interest should have been revised and the prevailing market rate
of interest should have been charged. The Committee have a feeling
that such a low rate of interest—449,—is an inducement to delay
the repayment of the loan. The Committee recommend that the
Government dues should be recovered forthwith. If however, any
extension of time has to be given, at least the rate of interest should
be raised to bring it in conformity with the present market rate and
in the event of default in repayment of instalments, a penal rate of
interest should be prescribed. The Committee desire that while
considering the application of the individual, the Ministry should
also carefully take into consideration the concessions already enjoy-
ed by the individual and the fact that his mill was making profit.

GMGIPND-LS 1—195 (Ail) LS—21-4-85—1100.






